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OMNIREZ® 2000; H20LD® EP· l; GANTREI.® ES, SP, A 

GAFQUAT®; STYLEZE'~ CC- I 0; PVP /VA S-610 

PVP/VA W, E, AND I 

POLECTRON® 430; SURfADONE® LP 

STABILEZE® 06, QM, XL-80 

GAFQUAT®; ESCALOL ® HP-6 l O 

EsCALOL ®; GANEx® 

CERASYNr®; CERAPliYL ®; GERM ALL® 

SunocmE® 

GANTREz® 

PLASDONE@; POLVPLASDONE® 

GANnrnz® S-97 BF. MS-95 5 

PVP-Iodine 

AGSOLEx®; AGRIMER® 

POLYCLAR® I 0; POLY CLAR® SUPER R 

POLYCLAR® V, ULTRAFIN:E, VT 

PVP; CHROMABOND™; SURFADONE® 

RAP1-CuRE® Vinyl Ethers; V-PYRm®; V-CA1•'" 

PVP; PVP/VA 

MICROPOWDER® IRON 

VP/V-CAP™ Copolymers 

Proprietary i nte rm edi ate 

Flunixin Meglumine 

Grand!ure Complete 

Proprietary custom products 

Butanediol 

SHJPSHAPE®; FOAMFLUstt®; PARTSPRRP® 

M-PYROL® 

MICROPURE® EG, ULTRA II 

Colored roofing granules 

GAF® FILTRAT!Oill SYSTEMS; PRDGAF''M 

AccuGAFt": SENTJNEL@ RrNG 

Hairspray fixative 

Hair fixat.ive 

Hair fixative 

Opacifier; Foam ,·tabilizer and vi~(o~i I y modifier 

Thickener aud formula1.ion sta llil izer 

Conditioning agent; Hair prottT1ant 

UV absorption; Waterproofing agl'nt 

Emulsifier; Emollient: Preserva1 ive 

Pi:rserva ti ve 

Adhesive 

Tablet binder; D i,integran t 

Bio-adhesive 

Provides a safe, stable iodine di,infec1an1 

Promotes dispersion or adherence of acl iv,: ingred ic n I 

Clarifying and stabilizing agc111 

Clarifying and stabilizing agt:111 

Dye transfer inhibitor; Wet ting agt· n I 

Reactive diluent; Crosslinkcr; Monomer ln1 i Id i ng blm·ks 

Base resin for water-soluble ndhe~ives 

Highly pure, submicron iron powder 

Gas hydrate inhibitors 

Cancer treatment drug 

Animal analgesic 

Cotton boil weevil population control 

Photographic film 

Monomer building block, intt•rmediate 

Solvent 

Solvent 

Solvent 

Provides weather protection and ,1t•s1 h el in 

Macroscopic bag filtration systc ms l'or I iq u ids 

High efficiency filter bag; L~a k-prool ring -~·a I sy,tl'ms 
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HAIR CARE 

SKIN CARE 

PHARMACEUTICAL 

AGRICULTURAL 

BEVERAGE 

PERFORMANCE 
CHEMICALS 

FINE CHEMICALS 

. ·.· ,' . 

Jrii· . 
.... ·: fii:tl ~l moist uri zc rs 

:· ... i~~(ti1nthpaslrs. dcnt.ure adhtisiv,·s 

?~i:hi~s.~nd a II tiscpti,· pre pa rn !ions 
·.·.: .. 

· ... 

,/dtit~rg0nt~. di,hwashing and bard rnrfon: dcum·rs 

ilh#~ . 
c:~t lHil melt adht•,iv~s 

:fonn~nte. pressed Jll('111 I pi! rts 

tit~1·0;.~tjiaH:s i!nd bulk acti VI', 

)YdrGgs 

IN DUST R I AL t;~;j~~iit:~:t~~tles for ii L1 tomoti vt· ilnrl a ppl ia 1ms 

::~Mi~it&~icirn:ius1rial deam•rs and mcla I deg re~ s;•rs 

.·. wHk}~<111n~s 
iJMi¢,;tidt1 cton 

·.:-::/:-<::::-·<::-,.,_:. . . 

~~;;~!fxfwfj ,tg . , bin !(i l· s 

_______ ,,,T __ 
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PROFILE 

nternaticnal Specialty Products Inc. [ISP] is tine <Jf t!1e wtirld's premier 

spt'cia ll y d1l'1t1 irn ls rnrn rm 11 ics. Till' Co111pa ny has approx i ma td y 2, 900 

employt"es ,, t more l ha n 70 lonll ions, i nduding ma nu/'arturing l'acili tics, 

research la bon.itorit'S, and sa ks and nis10111t·r st·rviet: offices th roughorn 1 he 

world, serving customers in 1110 l't' than 90 t::mmt riL'S. 

The Company manufact11res llirt•c major groups of produrts -- specialty 

chemicals, min era 1 products, and Iii I er products -- ,rnd holds i1 signifka nt mar­

kl't shu rl' in ea d1 of th est' prindp,1 l product groups. 

In its largest bu sincss, JS P prod II res a broad spectru lll of specia It y 

chemicals, which huve a wide r,rngl' o! ,1pplicrit ions in suc:h markets as plrn r­

milceu tirn ls, ho ir and skin c.:i n·, plas1 il's, awirn ltura I, coatings and ildheslves. 

The Company's rrod u ct s, wh i k oil en 1·t·presen1 ing a re lat ivl'l y snrn ll port.ion of 

customers' production cosls, gt'nl'rn l! y rnnsti1111 t.· key ingredkn ts in l he end 

products in wh ic:h they are llSl~d. The ll usi m~ss is di.w.:Ktvrized by El n emphasis 

nn redrnology, l'l'St~arch ;;ind (kvt'lopnwm, marketing and customer service. 

The Company hl'lil'Vt'S \1 has b('l'll ,1 bk to sustilln its market share positions !'or 

its sperialt y rlwrnira ls by L'Stabl ish ing and milintain i ng long-1 erm relationships 

wil h ils cust o mcrs mid working dosl'ly with 1 lwlll 10 ,kvclop chemlca!s 

tailored rn 1 heir specific 1weds. 

rs P's Mineral Products business 111a11 t1fal'1 u res ctrnmic-niated rnlored roof· 

ing grnn uks, whid1 nrc prod uccd From rock deposits t har are mined il nd 

crushed a! the Cum pan y's ! hree quarries and colored using il propril'ta ry cera rn­

ic-rnat ing prncess. The Company's products art• sold pri ma ri ly to the North 

A 111erirn n rool'i ng industry !or USl' in ! he ma 1111 focture nf' asphalt roofing 

shingil's, for which rhey provide weil1 her resist a nn·. dcrnrnt ivc coloring and 

IH~a t tk f It-ct inn . 

Tlw C:ompa ny man 11 fort 11 res l'i l t cr products. rn11sis1 ing of pressure filter 

vcssds, Ii ltcr bags and filter sys re ms dt'signed rm 1 he treatment of process 

liquids pri 1n:iri ly in the pa ill!, :i utomnl ive, diem irn L ph11rmaccu1 ical. pet rnle­

ll m and lood and bevl'rage ind ustrics. 

ISl''s stock is lrddt"d on the New York Stock Exchange under the 

symbol "ISi'." 
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FINANCIAL H I e H L I G H T S (7'homa11ds, ~xc,pt l'fr .1·hart' mirnum.1') 

CIPERATINll!I Cl AT A 1998 1997 1996 

NET SALES $ 749,208 $ 716,481 

GROSS PF~OFIT 312,328 297,560 
1:11111111111111111:1 ------------·-··· ·-----------··· ·--=~"""~;...;;;;;,;,;;;;;. _______________ _ 

IlNi¥tiit:l!? GROSS MARGIN 41.7% 4!.5% 

•-------u"---•••'''"""--•"'"'...,.'" 

NONRECURRING CHARGES 

OPERArlNG INCOME 141,304 ll6,0l4 

·---······-·---=====--....... -------------
. cr11:1111i~~1:i1111:i 

OPERA Tl NG INCOME rexdr1di1111 1wrrr-cmrri11,r ,h,rr.¥.,·1 141,304 136,024 

---~··------------·-·J ... . ........... 
EBITDA''' 1,·.1,h1din,111,,imrnrrin.~ ,·hai:,ws1 : '}:)jP:JHi]J 

J iiji1iii:1iiiililiiii~i1ii\iiiii -

236,617 206,440 

---·-····---------·····-····---··•""-----" ....... . 
NET INCOME S4,005 53,933 

·----·-··-----·····---=='"""'~"""""";;;;.:;;;.._ ____________ ~_ 

lililililil~llililili NET INCOME (~x,/11di11_q 11mm'.r1ari11,q i:ha•:'1eS.J 

WEIGHTED AVERAGE SHARES - DILUTED 

EARNINGS PER SHARE· DILUTED 

EARNINGS PER SHARE· DILUTED 
(1xdudin.1 nMi'Mfrri11_q th<1~~··.,r 

:-.·.·.-·:-... -: · ... · ="="="·\·\ 

llilllililillllililili 
································~=-·=·=-·='=.•::=.·=·=.·=·=."=•=.:,:,_:,•,.:,:,_:,:,_:,:,_:,:,_:,:,_:,:,.•=.•=.•=.•=.·= \j\j\j\j\j\j\j)fttti 

S4,005 

'B,833 53,833 

$1.00 $1.00 

$1.00 Sl.oo 
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Shareholders~ 

(l~/1) 
SI\Mlll'·I .f. H1 VM,IN 

Umir1mm ,lf lh(' lhv:ird 
mid (.'hie{ li'.~mlliw Office/' 

(r(,1111! 
Pr:Tl'is H. I{ l·:11,~r·: 
l're.1·ide111 an,./ 
Chief Opa1.1ti11g ( !f(icL'I' 

I<)<),~ 1\ ,h .. 1 di~i.111p, 1i111i11r: -,i{~ar in ll'nns or TS P's 

l'i 11,1 m i,1 I I 't' 1·t11ri 11,111u·, 1vi I I I t',l l'l'I ings foiling ,hort of 

I il(' d, 1111llc .. di11i1 g 1·11w1 I 1 l'L'l I(·, we lrnvt~ lwronw 

,H.·cu sto lll.(' d tn c, ptct. I{ i.:~ 11 ls we r,· affcci ed by 

lil'!l'rior1.11 i ng ern1wr11k ro11di!i( ,ns in tht· J\,ia- P11dfic 

rq,\io11. gt.'llt'r<1I I y l'Ji.ll· pricing fm tht Contpnny's 

prod1.a:1s ,is ,'I 1·,.•s111t (11' the dl'l latiunary vnvimnmcnt 

arnund tlw world. ,md s,•wn: u1mpcti.1iVL' rnndhions 

in the llll'ITil.:1r1t markt.'l. fm hu!~.nediol. 

1998 Financial Re!iiHJh:a 

For the 12-montil period ended Dtn•mil('I' 31. 

1998, t'Xd uding ,cver11 I one-1.i mt: charges, net 

income WJS $64 .1 millio11 ($I .0 5 per di lutl'd sharl' J, 
compared with $ 54.0 million (5 I.(){) 1w1· dil u ll'd 

share) repol"tcd in I 997. Operating incornc for 

l 998, txduding I hl' om'-1 inw chargl's, was $15 5 .6 

million wrnpa red wi ih $14 l. 1 milliun ln 1997. 

Onl'·linw charges to1.1ling $85 . .!l millioll w(:rc laken 

in 1 he third ,ind lou nh <]lli'lftcrs ol the year, which 

cil.1rges include $70 million related 111 the 

wri r.e- down uf assets assod.i tc d wit 11 t Ii t' Com pn n y's 

1m:1Tlrn 111 b11tancdiol busim•ss, $ l 2.8 111illio11 in 

rnn 11l:rti,m with !ht' merger of the C(m1pnny wil I I its 

pa n:nt rnmpan y, ISP I-Ioldings Inc .. and $:-1 mi I lion 

for the rcstmc1uring of ISP's Europ(:.'.ln op(•rntions. 

0Jwrntln!,l income and nt·t inc:ornt:. ilfH'r tht'H' 

t'hingcs, w,ire $69.8 rn illion ,, nd $4.8 million 

(8 cents per dilutt:d share), rt•spt'rtiwly. 

Company ,ales in 1998 W('rt' $821. 9 mil lion 

comp.:itTd with $749.2 million i11 1997 (up l O'Vc,). 

wil.b tht· inneast prindplllly tl1ti n:sul1 of tilt· nn1ui­

si1io11 ot' both 1lw remaining 50% intt•n•sl 111 lSP's 

Joint wnnm~ in Gt~rrna11y, GAr·Hi.ils Chnnie Gmbll 

( "GhC"), as well as a fine rhemirnls prodrn·tion facil­

ity in Prcctown. Mass.idnm:tts. The growth in rcv­

i:n u cs ii I so t-cfk:ct,:d i nc:rcasiid sn ks in Eu rope and 

Llw Un it ('d S la tcs. pa rt i a II y offset by I owe r sa lt•s l n 

Asia d\ll' to th,~ l'Conomk diffi('uhkis in that region. 

Operating income in both 1998 and 1997 was 

red u ccd by no nca sh charge~ of $2 3. 5 111 ill ion and 

$2 l. 7 million. respectively, result i11g from goodwil I 

amortization ($15 .0 million in 1998 .ind S 13.2 

mill ion in 1997) and stt:ppcd-up dqm:dation (SS. 5 

1T1 i 11 i.o n in l 101 h periods). a ,soda ted wi 1 h prrd t:C(:,so r 

rnrnpany transactions. WilhOL.1 t t ht·sc noncash 

d:rn rges and excluding th t" I 998 orw-ti me charges, 

opt:rati ng inrnme for I 998 ,rnd l 997 would 

havi: btaen $179. 1 million a ud $ 16 3 .o million. 

respccti vt: I y. 

Given the magnitude of !ht: CompJny's non­

cas h cha t·ges, w h id1 are strictly h isturi ca I in origin, 

and the fact that ISP's hook earnings subs(antiJ!ly 

understate the 1 rue cash earnings power of the 

Cornpiln y, we believe that !SI'\ rt'sults, without 

.1dj ustml'nt [or th('Sl' accouming d1argcs. an.• a more 

ncrnrate reflection of the Company's perfor­

n1 i1 n Ct'. Excluding both these nonmsh charges and 

all 1 hl' onc-tirrw charges, pro fortna net income in 

I 998 was $79.2 million ( $1.29 per sl1a re) com pa red 

with $66.5 million ($1.23 per sharc) in 1997. 

Another helpful measure of pcrl'ormancc, whid1 

similMly excludes !hes(• noncash and other mw­

ti t11L' ch;irgcs is EBITDA, n•pn·svn1 ing profit bdor\' 
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LETTER TO SHAREHOLDERS 

taxes, increased hy interest expense, , I, ·1,1, ·, i.11 i,, 11. 

and goodwill amortization, which was SY;r, '! 111illiu11 

in 1998 rnmpart'd with $236.6 mil!lon i11 I 'J•J7. 

Significant Developments 

ISP achieved this past year a h()\I o I ,in 11111-

plishmcnts, which included: 

(i) a higher tl1an normal number of 1ww prod 11ct 

introductions; 

(ii) the largest capital investment prngra m in ,rny 

orw year ln the history of the Company, involving 

more than $80 million, consisting for tlw most purt 

of profit-bearing projects involving rnpaci1y cxpan­

si on s, process i mprovem cn 1 s, and a major upgrade 

llf 1 he Company's manage m c n t in forrna t ion 

systems; 

(iii) further progress in connection with ISP', 

ongoing reengince ring effort, resulting in a s11 b­

,ta n ti a 1 reduction in the Company's man ufocturi ng 

conversion costs; 

(iv) con tin ucd aggressive cost reduct ion efforts 

t!i rnughout the Company, which resulted in 

the consolidation and closing of a number of 

European offices and Com pan y-wid e lwa d count 

reductions; 

{v) <..umpletion of the installation of a $25 million 

Enterprise R,•sources Planning system, involving a 

complele upgrade of the Company's M!S system, 

which will enable ISP to improve customer servict, 

and effectuate further cost savings; and 

(vi) revisions to !SP's executive compensation 

program r.o place greater cm p hasis on pe rforma nu:­

based factors and less on salary. 

Dcvel()pments worthy of special mention art' as 

fnlhiws: 

( 1) Restructuring of IS P's Butanedi'ol 

Manuf actun'ng Capacity 

In light ol' anticipated i11creased com pet it ion in 

tht• butanediol market, ISP moved l<1st year to 

res! ru ct ure its bu ta ned iol prod uetion cap ad! v with a 

view to su bsta n ti a II y improving its cos l position: 

n-111,1i11i11_1.: ·,o• 
1-1 ii Is .-\(,. (,: 1( . \-\'I 1, tst' 111·i 111.11·1 ,1s;,·1 rs .i low-c, ,,1 

l1111,11wdi"I .111<! Tl 11 111,11111 l,H 1111'111,\s L1, i I ii I lut ,11,·d 

itl ,'v\,1rl. l,v··111.111\·_ .\, p,ll"t ,ii ilk 1r<111~,1(liu11, ISi' 

,1n1uired 1-liil,' ll1rnkr11 pn>du,1i,i11 l,Kili11· 111.11 ~1111· 

plivs l.,l1C wil 11 its pr i I ll<l 1·1· r,1w 111,1 (\' l'ial. ,H ,·t \'it· 111·. 

Th t' ci cq u i, i 1 i 1 )11 ,l'>'>ll rt•, that IS I' wi 11 haw· ,1(H'SS to 

low-u1\'l i1ut,111t'diu I lor liuth tlw 1m:rchc1111 rnarket 

and fur the prod union uf ih duwns1 rcam polynwrs; 

and 

(b) Tht C:nmpan \' decided last lkn'lll ber, prinwrily 

as a rcsu 11 of l he Ch C ,1Cq11isit ion. to c](lsl' its 

lnn,1 nediol product ion uni l i 11 Calve rt City, 

Kentucky. While the write-down ul the assets 

entailed i1 mu:-time acrnunting d1c1rgt of $70 mil­

lion, the al'l ual rash cost related l.o thL' shu!down is 

expected Io [)(' less than $10 million. 

As .:i rl'Sll il o[ 1 hese initiatives, the Compel ny 

has 1ww substantially improved its cost position 

with respL'Cl 1o the manul'at1 ll re of butanedioL 

while maintaining a level of product.ion capadt y 

roughly rnmparabk to that of bclore. 

(2) Continued Growth of ISP's Fine Chemicals 

Bw,iness 

ISP\ Fine Chemicals business, which comprises 

a world-clas\ FDA-approved facility in Columbus, 

Ohio. and a newly ,,cquired fine chemicals manu­

facturing facili1 y in Freetown, Massa ch usctts, 

continued in l 998 tu demonstrate exceptional 

growth. The Columbus bu sines~·, which svecializcs' 

in t ht produc·tion of chin:r.l compounds fort he pliar­

maceu ! ica I mar kel and has e nab ltd the Company to 

become n leading innovator in large scale, rnld 

tem peril t ll t't' nm n Llfacturing 11 nder cGM P 

conditions, regi swred a fifth con secu ti ve year of' 

dollble-digit s,1ks and inrnme growth. !SP's capa­

hili 1 ies hil w lwr n rerngn i,.ed by n number of 1 he 

world's b1ding plrnrman:utir<1l rnmpank•s. who 

have cnll'red dewlop111ent ~greernents with ISP, 

t.hL•rehy ht lpi ng Io position the business for 

continut·d >;11·011g growth. 
3 
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!11 h.•liru<Hy I 998, l SP nlmpk1 ,'d Tiu: acqu hit ion 

uf l'lllarnid Corpo1·a1irn1\ rn:ttown, M,1ss.,dwsens line 

dwmirals ma nu Ian 11ri11g facility. Thv facil ii y pos­

sc·ssc·s L:irge sc,ik, 1111.ill i-purpose reactor sys1t'lm I l 1a1 

J 1·c wl'll suited l'llr fi1 ll' cht•micals- rnam1 Lwt I irittg ;111d 

includes a l·Tr·s,11 ill', lit-st rliiss pilo1 pl,1 ul. ISP pla11s 

tu (kvrlop ((;MP rapahilities a! tlie ,ik, wliicl1 will 

n1.:i bk it 10 offer nist om ma 1rn lacll 1ri ng Sl'rvin:s 

1 ht'rl' as Wl'li. 11ie l'ol.arnicl t ra11s,1(tirn1 included a 

1rn1lli-yc.ir supply agret•m,'nt in which ISi' will sup­

ply l'nlar11id with cht' polynwrs and imil~'.ing dyt·s 

111,rnu ktct ured ,11 t ht: fadli t y for 11s(' in l'ol:iroid's 

instant film husirwss. Finally, 1101 (ln]y den·, 1 lw 

fadlity pruvidt· ISP with addilirn1al rnstorn rn;:inulac· 

tming c"ilp.ibilily I'm third par1ies. but the C:ornp,111y 

is in the pmn•ss of u t ii ii'.ing some ol' cht· c,1pilci1 y al 

tilt' F-'rt'l'lOWn foci Ii ty for (('t'IJin nf its UWll ( l I IT('tll 

srw ci a It y ch rn 1 ic,1 ls l' rod LI c1 Ii nes. 

(.3) ISP'.~ Operatin.9 Prioritie.~ 

This r.i ,t yt',1 r, 111,1 nagr nw 111 u mk rso I rl'd t lw 

Company's kt:y upern 1 i ng priori! ies i II order 10 

ensure 1 ha l every l' mp l oyet · n'milins fncusvd 011 !SI'', 

profit.:ibk gruw1l1. Til,·s,· priori1i,·s ,11c: 

(a) Grow ISP'.,; lmsinesscs by c.~tabli.shing 

customer partnerships 

Tfw Curn pa ny ha, developed a 1n1 mhtT of 

strong part ncrships wiih well-known nirisumtT 

product and pha rrn,Kl'llt ica I companies. Tl ws-.· p:irt ·· 

11erships have l"('Sllltt·d in tlie rct-e111 develupnwnl uf 

1ww produno, such ,1s 1 he bio-adlwsiv,· rr~i 11 ust•d in 

1 ht Clwscl>ro11gh-1'011d 's pore ST rip I acid I dt•,rnsing 

products and dyt' r.rnnsf'er 111hibi1.it111 pt,l v111t'r, fo1· 

Wisk® <1r1ct ull1(1r IJ lllHiry detergent,. Moreover, 

1 ]l('sc rl'lm irn 1 ships h ,w,· 11 ot 011 l y been i 11 st nrnH.'l'I l JI 

in seni ring prnprkt,1 ry posilious for Ilic next gl'ncr­

Mhm of' 1ht•s,• mid ntfwr products, l1u1 ~u ,ilso thcSl' 

rn s !.ome r pnr111 t'rs hip, ha V(~ t' nablt•tl IS I-' r o rt•d u n• 

n1sts by bel tn ,:m1trnl li11g its mM1 ufm:1 u l"in~: ,1 mt 

s1.1ppl y chai11 11ron·,,,·,. 

[SI' c0111.i 1111(.'S I.U lwlil'Vt' !hill Sl ]"Ol lg l'llS!Ollll'r 

panncrships arc nit ica I to its l't.111rn• ,I Ifft',, 1-1nd 

wishes to pu rsm• J nd devl'iop funlwr relationships, 

which can be· experted to lead to [!\ng·tnm supply 

,1 rm ngemrnts thruugh multi -gn1l'rat ion prncl uc1 

dewlopnwn t particip,.ilion. Th rougllout the dbcus­

sion ol vach of the Company's business segments in 

t.h is A rm ual Re po rt. we ha vc It ig h I ig ht ed ,omt u f 

ISP\ rnTnt dlorts to eswblish and ec1pil8 ii1t• 011 

these nis\()mer partnerships. 

(b) lkrnme a leader in our chosen markets 

through innovation 

TfH' Company corninul'S to tlcvelop lll'W 

and innovative products nol only to mecl the needs 

ul ils existing cuswmcrs, but also to c111,·r tl('W 

rn,1rke1s. Nl'W prodults sud1 as P1w1 .1f'1D® 141, a gt·l 

systc 111 t h<11 olll' rs ro rm u tat op; Io 11g-r crrn moist u r­

i z,1 t io 11 anti vxcellt·nt stability properties for skin 

l"illl' products, t'nahk ISP to mili 111a in a kadersllip 

position i11 t ht: personal ca re ingrl'dients markets, 

while products such as the Cornpi111y"s gas hydra tc 

i_nh ibitor (GHI) polynwr systerns offer· n('w, low-rnst 

n1stomcr sol utio11s in re lat ivdy 1ww mMkets for 

!SI', such JS nalu ral gas production. 

( c) Ach icve operational excel knee in t•very fan:t 

of IS P's business 

The Company rontinuc·s to take stt•ps 1o 

ach icvt' operational t'xcelknc(' in all aspects of its 

ln1siness. We bel icvc thJ! remJ ining a world-class 

CompJ ny ran only lw Jcco111plished through J con­

t inucd emphasis on improving I SP's corn pct itiv(· 

ma11 ul'.ic1 u ring position, itnpl"\lVing tht• e/licit•ncy ul' 

its husi11rss proccssrs, and i ncrcasing the product iv­

iiy nl if.s pt·oplc. 

111 addition to tJking lhl' stt•ps our lint•d ,•Mlifr 

rC'la1 iVl' to rcstruel uring its butarwdiol 1mmulact m· 

ing asst'tS, !SP <:rnr1pk'wd l11st yt'a r a two-yt:ar, S2 5 

mill i(m r,1pirnl inv(~s11rn•111 proj,;ct involving 1 he 

upgrndt• 1lf tlw Corn pan y's m,1 nugt•mc111 in forma­

l io11 system. Tb i, cnterprisl' -widt· sys! t'm w,i, 

implrn1t1m·d with a vit:w toward d,:velopin~ 1 ht' 

mu~t t' !Ti ck n t prnccs~t'S for rn sto ll'll' r support, qua l­

i 1.y 111,•a,11n~11w1H, and inventory ma11agenw111. Tht' 
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impkmenta1 ion of this new glolia I i 11 l'orma1 io11 

system will l'mthcr enable the Company lo red un: its 

operating costs through the i ncrcascd p1·oduc1 ivi1 y of 

ils people. 

ISP'a Recapitallzatian 1 Stack Price 

and Share Repurchase Program 

IS P's BoJrd of Dirccwn; is of 1 he view 1 ha I 

managl'lllcnl 's dominam holding in llw Com pa 11 y's 

shares, and t hi.' resulting limited public rlo:it. h,1s 

bee 11 the primary reason its s1 ock con 1 i 1m t's 1 o t 1·:i de 

at a rnbs1antinl disrnunc lo special( y chemica Is 

indwary averages. 

In order w address ibis concern, 1111 July 1 5, 

1998, till' Company implemcnle.d a 1111.:r!!,er ol ISP 

with ISP Holdings Inc., which had the L'ffrll of reduc­

ing mil nagcmenrs ownership interes1 from 84%, in 

78 ,y,, and, more importantly. climinat ing 1 he req ui rc­

rnl'nl fort he parent company lo own more 1 han Sil'% 

of' l SP's s1ock to avoid adverse tax u111st·q11,'11n•s -

thus freeing up ISP to issue additio11,1l l'l\ uity and 

I h erehy increase liquidity. 

Un fortimatt'ly, shortly after comp kl irn1 uf t Ill' 

mngcr. rhe cn1ire market for special! y l"hem ica ls 

swcks, including ISP, experienced a very suhsta111 ia I 

wrrcccion which has eon1 inued to 1 his (iJ y, dropping 

by more 1 han 40°/r,. As a resu IL it is 1w lunger prani­

mbk w issue additional ISP stock al rn rre 11 t I y 

(it> press cd p rkcs, alchough the Cornp,111 y is i 11 J 

position to do so when ISP's market prin• ret 11 ms 10 

a more reason a blc I eve l. 

In the meantime, with ISP's stock tr,1ding as of 

lhh writing at ,1hout $7 per share, less I han 7 1 i1m:s 

last yea r's t•a rnings {excluding ntin 1Tru rri ng 

charges), IS P's Board approwd, 011 Marci, 24, J ()99, 

the open markt't purchast' of an additin11c1 l I. 5 mil­

lion sl1c1res of 1 he Company\ slock. Whik the shares 

to lie repurchas,id will be ht'ld for gencr.:11 ,\)rpor.:1 I l' 

p LI rposes, t'h e program represent, an exp fl'~, im1 l, y 

our Hoard of its confidence in th,i fli l u n• of 011 r 

Company .:1nd so also its belief 1 hal our shares rt•m,, i11 

u 11dcrval ued in 1 lie market. 

Prospects for 1999 

Having l,1 liL-11 shon of our expect8lions in 1998, 

and giVt'll t lie foll I lrn1 some ol 1 he milnoeconom ic 

factors, as well as industry co11di1 ions, thJl affrrlL'ci 

1998 lll'rfr1m1:ince an· ex1wcted 1 r1 lw present in 

1999, we Ml' l~ ki 11g a GH1lious s1a nee with respect lo 

1 he n1 rre111 '}'l'ilL W,· a!T rnn l'idcnt. however, 1ha1 

we arc followill,I!, the right rnurs(', ind 11dI11g the mak­

ing uf palil'nl i 11 vcs1 men ts i 11 nu r husinl'sses su as 10 

ensure I lw lung-lnm hea 11 Ii a 11d growth of our 

Compa11y. 

.Ackna\Nledgements 

We wish 10 e:qiress our ap1nccia1io11 lCl our n1s­

tomers. su pplil'r,. I lie Corn pa ny's Board of Di1Tc1 ors, 

cmpltlyees. and 011 iside proks,·io11,1ls fort heir co111 ri­

h11tio11s to lill' 'illlH'SS 111' our um1r1w11 cmkavor. 

We look forward tu a succcssfu l 1 999 ,111d a yeM 

of cu111 in ut•tl ,iccomplislmwn l. 

Si nee re I y, 

SAM( Fl . .J. Hi:YMA~ 

CiiAINM.~,· ()I' Tiii· ll0,\111) 

,\~IJ C111r1: l·,1-,:IITIVI·. 01•1·1u·N 

Pr·:TJ,r, R. H1,1N1.1, 

f' Is 1:, 11) I·: ~'I" .~\'I> 

C 1111; I' () l'I' H t,J' I~(; () I' l'I CI· I! 

April 8, l 999 
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Sl''s specialty chcmirnls svrv(' as critical lngredicnls 

in th c formulation of many well -known hair care, 

skin ca re, toiletry and cosnwtic pruduas. The 

Company's prndults provide J 1t:rh innan Cl'-('nhanc· 

ing properties that tnahle its rnstomns lu offer high 

value-added prodU{iS to cwr-dwnging compdilive markd,. 

Strong customer relationships il nd ill rv lVa live pro dun dc•vc 1-

opmen t allow IS I' to offer one of the wide\\ ra ngcs of pcrson­

,il rnrc inwedicnts available from a single su.pplin. 

!SP's skin rnrr i ngn'.dients ind ude su nscr(•en acii ves, 

wall'rpn 10/ing agents, presl'rvatives, ( ·rnollicnts, l'!ll u lsifiers 

and bio-a dhesiws. The EscAL.m~ family ol ultraviolet absorp­

t.ion products serves as the primary active ingredil'm \n many 

of today's sunsCTL't'ns and increasingly finds application in 

other cosmetk prnduns, such as lipsticks, foci al cn:a ms and 

lotions. The Company's Ci:R11P1 :Yr'' li11t of 

emollient, provides a variety of popular skin 

and cleansing products with lht•ir soil en i ng 

and moisturizing charal1t'1istics. I SP pn 1dun·s 

a growing n umb,;r of specialty preservatives 

I'm both skin and hair ca re appl i cat.ions, 

ind uding GrnMAJ L" P1 .us, a pa ten 1.ed J 1rnd urt 

that offern broad spec1nirn an li · microbia I 

miivity, and S1;'mlc1m," A a pn:serva1 iw gen· 

tie t•nrn 1gh for infam care prndu'1 s. 

ISP's hair care ingredic1lls, whkh 

include lhe Gt1Nnu\ G11r(JUA't''. a 11d 

PY P IV A fa mil ie.~ of products, a re sped a I I y 

developed fixative resins which irnpal"! hold 

to ha irsprnys, moiisst:s, and gc ls. In add l­

tinn, the Company continues 10 develop 

products that enable lormulawrs 10 meet 

the gowrnmt'llt-rnandated reduct ion ot 

volatile organic compound, (VOCs) in hair· 

sprays, while maintaining hlgh -perfor­

mance characteristic;, 

INNOVATION 

The Company continul'., to introduce 

new and innovative produns tor diverse 

appl ka t lom. mo new hairspray res irn. 

AOllAFLEx'~ FX-64 and A1.1.1ANz'''"' LT-120, were 

introduced this past year for the t'Ill(' rging 

5 5 'X, voe: market. These products a re 

uniq uc in f hat they are also dfe(1 ivt: in 80 % 

and higher voe fomrnlations. The Ar.1..111Nz'" 

LT· l 20 pn 1du ct is the result or a development 

program ot thl~ ~trall'gic alliancl' between ISP ,md t Ill' Ruh In 

,md ll,1a,· Company. 

Other rn·w products in l rodun·d i 11 1 998 incl udc 

Esc,11rn' ·1~ a pak'ntcd system or m:ga11ic and inorganic uhra­

vi( 1 lc1 il li,orp!ion ingredi,'n 1 s that providvs SL 1 pt'riot· pn 1k\'T ion 

to S\ll lSLTt't' 11 form U IJtions. ;rnd Lt()Ul) GL-:~MA I I.'" Pws, il 

highly dkctive msnwtic pn:serv.:ilive in a new easy-tu-use 

liquid form. ISP rns1 mnns utilize 1 h ese prod tll1 s in (:X ist i 11g 

i1pplirnt ions as well ii s in new markets, such as elhn i r skin 

,md h,iit" Gire produns and L'1milsifier-frt'.l' skin care prnduns. 

CUSTOMER PARTNERSHIPS 

Consi sten 1 with i ls rnswme r-focused stt"a tl'gy. ISP nm­

t in ucd Io sl rcngtlwn its rd, t ionshlps with k1•y cust umns I il i~ 

p.:isl yv.:ir by LTmting a nurnbn of n1stollll'l"·SJwdlk, crnss· 

function.:il l('ams whosl' objcl1ives were to hel­

l er undnstand and supp! m ! ha 1. rust( 1 n 1rr\ 

needs. Th est• 1 earns dcrm.111 slrn red t ht'i r di t'r­

ti venrss by introducing st•vnal new products 

and dewloping ,1 n um bcr of new .:ipplirn ti ons 

1 ha! addr,'ssed key n1storners' pnformann: 

requirements. Tlw fonnul.:ition of a GANrRJf 

p(1iymer i11 Clwseliruugh·P011d's 1ww Cka1· 

l'oi-c" St rips is an exa mpk of ii successfu I a pp Ii· 

ca 1 ion tkvelopmen l pn igrarn 1 hJ l enwrgnt 

l'rom ,m ISP rnstonwr pa ru wt·ship. Through a 

lrn 1,1i011a II y ii 1tegrat('.d 1ww product dcwk 1p­

menr team, w hi rh included I m•m be r.s ol 

rese.:ird1 ,ind dt'vdopment, mant11'a('Tt1ri11g 

and marketing from both ISP and the rn s­

tomer's organi7.ation, ISP was .:ibk to lllVl'l 

sharply highl'r tl1an expnied start-up 1kma11d 

for the p n 1d1.1l 1 su a, to allow llw customer in 

achkvl' a smnor.l 1 1 ww produ, 1 int rod uct ion. 

FINANCIAL PERFORMANCE 

rh e Persona I Can· business segmcn t 

rnnaincd a key comri.lnitor to ISP's pnil'· 

itabil.Lty, represerning 23% ol total revt•1111es 

and 22 % of 1 oli!l operating pmfi t lwfo rt.' u 11,· -

1 i me d1Mgt.'s. l'nsonal Ca re rcvcn ucs fur 

I 998 Wl're $189.4 rnillit1n, ro11gl1ly l'lat wit 11 

1 997 n'Wlllll'S of $18 7..1 million. \Jti ii 

volullll' imTl'ascs wcrl' olfset by rn1Hi11ued 

price pn•ssu n· i 11 s 1m screens and sl u we r 

business in Asia, res11 lt ing ill (lJWr,.11 ing 

inconic in l 998 11f $ 34.7 111illio11. 
7 
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I SP's performance enhandng products for the phar­

maceutical. agricultural and l1cverage markets pro­

vide a substantial number of end-ust' products with 

thdr superior properties while at the same time 

enabling the,e products to meet increasingly strict 

regulatory requirements. In the pharmaceutical market 

ISP's prodtK1s serve as key ingredients in both liquid and 

solid prescription and over-the-rnunter drugs, antiseptics, 

toothpastes, denture adhesives and other oral ca re prepa ra­
tions. ISP is a leading producer of inen ingredients for the 

,1grirnltural industry, where the Company's solvents and 

polymers are used in the formulation of safer and more 

effective nop protection producrs. And finally, with rt>gard 

to the beverage market. the Company's specialty products 

assure the clarity and stahility, while also ('Xtending the 

shelf life, of beer, wine, and frnit juices. 

INNOVATION 

This past year, ISP's P!IARMASOJ.Vl!", a 

pharmaceutical-grade .rnlven1 that 

improves the stability and bio-availability 

of pharmaceutical compounds that are dif­

ficult w put into solution, received FDA 

approval for use in treating periodontal 

disease. A key customer plans to launch a 

new product utiliz.ing P11ARMAS01.VG''' for 

this appl.ication. Another new product 

dcvelop('d this past year and formulated 

specifii:ally for beer, POLYCLAR" Pt.US 7JO, an 

extension of ISP's Prn.YCLARw family of bev­

erage additives, is a dual-acting stabilizer 

that offers a highly effective mtthod for the 

prevention of chill haze. The produn is 

designed to take advantage of the synergies 

between two globally recognized process­

ing aids, providing customer improved per­

formance, longer shelf lifr and additive­

frce labding. ISP also introduced 

M1cR0Fu,x-1 ·™, a pat·entcd. water-based 

microemulsion that replaces traditional 

~olvcnt~ ,md more dfecrively disperst~s the 

ilc:ti ve ugricul tnral ingredient for easier 

application and improved t:nvironmcntal 

safrty. 

CUSTOMER PARTNERSHIPS 

Pharmaceutical and a grku ltu ra I 

chemical companies typically have longer 

new product c.kvt'lopment tych~s rhan 

.\ l~ { l 11 l" { '. "f' 

companies in other industries because of the l' x kn si w 

regulatory approvals required prior to market introduc­

tion. These rnmpanics rely on ISP as a partner in their 

development cycle, enabling them to expedite the prnces, 

whik developing formulations t.hat meet t:ver more strin­

gt•nt market and regulatory demands. 

Last year, ISP established new partnersh(ps with a 

number of key rnstorners. Highly focused, multifunction­

al teams with represcntativ,·s from ISP and its customers 

are identifying opportunities for improvements in both 

new and existing products. For exarnpk, af't('r an 

exchange of proprietary technology with a major 

customc1·, one te,nn's efforts rec('nlly resulted in ISP 

developing for this customer a new copolymer to be 

incorporated into their anti-bacterial product planned for 

rekaS(' in 1999. 

OPERATION AL EXCELLENCE 

ISP restruc! u red its Beverage and 

Pharmaceulical sales forces in 1998 to 

better focus on these two key markets. In 

addition, a new Global Beverage Services 

Group was established last year wi1 h the 

rnpability to provide compkte customer sn­

vice. Highly specialized ISP scientists and 

brew-mast('rs, using advanced analyticc1l 

techniques to optimize stabili~.ation regiml's, 

now provide in-depth technical servin· any­

where in the world. ISP's ability to work 

inside the brewery din•t1.ly with the cus­

tomer is expected to bolster sales, particular­

ly in emerging Asian and Latin American 

rnarkns. Similarly, ISP', Pharmaceutical 

sales force 1s currently identifying new 

opportunities for JS P's l'X('ipients in several 

rapidly developing markets. 

FINAN C !AL PER FOR MANCE 

The Pharmaceutical. Agrlculturnl and 

Beverage business segn.wnt, represl'nting 

26°/i, of ISP's I 998 sa !cs. recorded rewn m~s 

of $210.6 million, roughly flat with 1997 

revenues of' $208.4 million. Improved pric­

ing and increased unit volumes rn ,H('SS 

other than Asia were largely offset by lowc~r 

sales in tha1 rc.gi.on of the world. Operating 

income was $4 5. 8 million i.n 1998 com­

pared with $46.6 mi.Ilion in 1997. 
Ill 
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I SP's Pt•rformann~ Chell'1icals busin('SS manufo(turcs 

an:t:ylcne-hased polyrn,·rs. vinyl c:t.htrs. and 

advanced rnaterials for spcdalty industrial applica­

tions. These perforrnanrc polyme1·s arc used in a 

wide rang<.' of a ppli cat iom, ~ i 1d1 as d ('1 ,, rgcn ts, ma 1 • 

i11gs, adht~sives, imaging, elecmmics and mernlworking. 

IS P's Fine Chcrnica ls bu sincss man u fact urcs l'.l va ri cl y 

of highly spt>cia]iZ{'d prodmts sold to the pharmau:·utkal. 

biotechnology, agrirn It urn! and i rn aging ma rkeis. In add i · 

lion, rlw husimiss offers custom nrnrnlf,1,·rnring s,·rvkes at 

both i.t s Col u mhus. 0 hio and Pn·,'.town. Massa ch u srtt s 

fad] i tks. IS P's Col urn bm fa ci I il y SJX:cia liz,~s in the prod uc­

ti on of chiral compounds for the pharmaceutkal market, 

and by virtue of its r,·,·e111 I y e xpa 11 dt.'d cryogc n ic man u fa('· 

tu ring c,1pabllity, ISP rnntin ues to ht> a lt'adi11g innovawr in 

largl' scale, rnld kmperatun~ manufac!Uring under cGMP 

mn di 1 ions. I 11 addirion to rn st.om ma 1111-

fa ct un:d pharrna('l'U t lea! produrts, l SP's 

Freetown facility, acquired last y,•ar from 

Polaroid Corporation. is also wt'll suited for 

the la rgC'·scale m,m \J focrn ,.ing oJ fine 

chemical products requiring s1att•·of-tlw­

a11 precision. Pursuant tu a m11l1 i-ycnr sup­

ply agn:cmcnt, this facility .ilso produ('es 

i111agi ng chemic:nls and polymers !'or 

Po la mid 's in slant fiJ m prndtKt s. 

IS P's Ind ustria I l msiness m.i 11 u l'.inu r,·s 

intermt·diaie and solvent prodm:1s induct­

ing bu tam•diol, 1ctrah ydrofu ran (Tiff), 

N-m,•thyl pyrrolidonc (M-PvR01.'), 

y-Butyrnlactont' (BU)"), and N-vi11yl 

pyrrolidone (V-PvRot."), Thtsc prod urts 

serve as intermrdfows for JS P's downsm·arn 

po ly1m~rs bu sim:ss, ind udi ng prod u n s sold 

by ISP's Hair Care, Phannan~u ricaJ, 

Agrku l turn I, l.kvc rage and Perfo rma nn· 

Ch em ica Is husi ncss('.S, a 11 d a rl' sol cl in the 

merchant market for llS(' in !he manufac­

ture of such diverse products as engineered 

plnstics. lubricalirrg oil. electronic compo­

nents, ,kaning and matings fonnulatiuns. 

!11 addition, the Company offers a fomily o!' 

L'll viro nm em a 11 y friend I y products 1 hat r,~pla n• ch lo l'i trn ! ,id 

,111 d or.lwr volati It' sol vm ts for mr i 11 t:ka ning, st ri pµi ng 

and (kgreasir1g ap11lirnti(>!lS. 

INNOVATION 

Last year, ISP's Prrformanct· Chemicals busintiss rnrn­

nwrcialized a nu mlwr of new products in sever.ii markets. 

In the oilfkld chemirnls rnarkt·t, ISP (~ntered lmo II joinr 

dcvclopmc~nt: program with a major oil produc,·r !'or the 

rnn l in w:d drvcl npmt' n l of IS P's g.;s h yd rate inhibit or 

{ G HI) polymer syst cm s f( >r oi Ifie] d appl kation s. These: G HI 

poly mt' r syst(~ms prl'ven t rh e \,u ild -up of ice cry st a Is i 11 gas 

prtKr.ssing lines, thr.rd1y n:ducing the rost of operating a 

11.a turn I gas processing facility. One ol' !SP's GHI polymer 

,yst,·ms has ri::centlv lX'l'll ,iua!Hkd in two North Sea oil­

lklds, whik· two other programs are underway tu develop 

Gm polym,ir systt:rns for J..,nin Anwrica and 

r.he Gulf Coast. 

CUSTOMER PARTNERSHIPS 

ISP's l'l:rformam't'. Chemicals business 

was activ«.~ly involved this rast yt'ar. in 

rnnjunnion with sevt:rnl 1m1jor cust(micrs, in 

tht' development of thl' nl'xt gc1wratiun of 

s1wda lry polvmcrs for the high growth. nm­

s1m11·r detng,, 11 t ma rkt.•!. ISP oflcrs LI n iq tw 

pol ynwrs 1 hat pro vi (k dcterge Ills with th c·ir 

rn lo r-sa f,~ p n 1pe rtlcs. ISP co mp INc•d t lw 

devclopme111 of its new Cimo MA BONIJ'"' 

polymer, a 11 innovative d yt: t ra nskr in h ihi tor 

for color-,afr laundry d(:tergtint brands, to 

rnmpl,'mt.>n\ il'S markr-t-k1iding polyvtn yl 

pyrrolidon e lrn srd ( ?VP) Ii n,· of' dy,i t ra nsfc r 

inhibitors. Bernust• of lts highl'r dfirm:y at 

lowL~r usage lc~vel~. C111wMABcrw""' is a wry 

cost-l'fknivc sysk:m for complexing fugitive 

dyes and prcwnting rr-deposition during 

the wash cycle of mixed color fohrk,. 

C11RUMAllOND'" was developed in partnership 

with a kading household dcrcrgent company 

and wi II lw form ulatcd inlo a major 

Eurup(·an brand in 1999. 
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JSP's Pine Chemicals husi1wss has l'tllered into a num­

ber oi' devclopnw n t and man u fact u ring programs wi rh 

sevnal ma,ior pharmaceutical rnmpank, for t.he develop­

ment and manufacture of pruprietary pharmaceutical 

intermediate~. As these product\ come to market. they ilre 

ex pt'cted 10 sign i fica ml y com rib u te to the cont in ut'd 

growth of the Fine Cl1 em ica Is busi 1wss. 

OPERATIONAL EXCELLENCE 

IS P's lndustriill bmim:.ss undertook two initiatives this 

past year which haw resulted in reduci11g the Company's 

manufaclllring cost for butancdinl, whik assuring ils long­

term supp! y of this criti ca I raw ma u:ria I: 

( 1) The Company purchased 1he remaining 50% of 

GAP-Hi.ils Chemit: Gmbfl (GhC). its joint vemure with 

Hiib AG. effettive April I. 1998. GhC consists of a 

modern, statl'-of-rht•-art manufacturing facility 1 ha1 

primarily produces hutanedi ol and tee rnh ydrofuran. 

As pan or the transaction, the Company al'iO acquired 

lhc fully dedicated, modern product ion facility that 

provides the Marl, Germany, plant with its primilry 

raw material, acet ykne; and 

(2) In DL'cemhe1· 1998, ISP anmmnced !hat it would dose its 

bu1.111ediol production unit in Calwrt City, Kt'lllth.'ky, and 

replace 1 hat plant's lluta n ('diol r<'quirn1wn1s with lown wsl 

malnial productd ilt GhC. 

The acquisition of the rrn1aining 50°1<, i111crest in GhC:\ 

IH 11a1wdiol rapacity, mm bincd with tlw shut down of Jlw 

Ca lvcr1 City bu ta rwdiol a,sets. has allowed 1 he Company w 
achievt.' a mt'aningl'ul redtK1 ion in tlw average unit cost uf 

butil 11.:(tiol when rnmpared with 1 997. This lown ros1 posi­

t ion enables ISP to more dfc(1ivdy rnrnpete in glob.ii 111arkvts 

for lrn tam•diol, w hilc reducing the 1mmufa~1 uring cost ot its 

downstream polyml·rs. 

F[NANCIAL PERFORMANCE 

Revenues for tlw Performance Chemicals, fine 

Chemicals and Industrial business segment. 1·cprcsc11ting 

'Vi%, of total ISP revvnucs. increased 26°!<, to $290.1 mil­

l ion in 1998, principally as a result of SI rong growth in tlll' 

Fine• Chemicals l1u,iness and the acquisiliun of tlic remain­

ing 50% of GhC. O)wrnting profi1 for 1 he yl'ar, hdore a 

one-time charge uf $70 million for tht: write-down of the 

Company's butarwdfol prod ucl ion ass,·ts. wa, $ 54. 7 

million, rnmpartd with S 3 I .9 millio11 in I 997. 

ISP'e facility in Marl, Germany 
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MINERAL PRODUf:TS 

I SP\ Mineral Products business sq;­

ment rnan11fa,.·1 urcs ceramic-coated 

rnlored granules sold t.o tht• roofir1g 

indu siry. Tlwst• gran u ks grull ly 

improve the weather rt•sistance and 

aesl"lwt ic a ppca I of both standard an ct prern i­

u rn -g1·a(k asphalt roofing shingles. !SP's 

cstablisln:d rt:putatinn for excdlt'nt snvke 

a.11 d product qua Ii t y, <.rnn bin l'd wi 1"11 rn n Ii n-

11 ing research and rfrvdc)pmenl dfons to 

improve the performance diaract,:ristks ot' 

the Company's product:s, solidilies ISP's 

pmil ion as a leading supp lier to llw North 

American asphalt roofing shingk markc!. 

ISP milizcs a proprietary ceramic-mat­

ing prml'SS to color its roofing gra11ules, 

which ,ire produced l"n,m uniqut• rock 

dq}osits that arc mined and crushed at the 

Comp a 11 y's rh ree q 11~ rril's. A n.•,·e 111 rt: sea 1·d1 

P I~ Cl I_> 1. I. r ~ c . 

and rkveloµrm~nt program led to the 

introduction of a new line of algac-rcsis· 

t.ant granules suitable ror humid or sha,kd 

environments. Thes<' durable, Cl~rnmic­

covere<f mim~rals provide? the beauty and 

prot.cct ion m~cdcd t.o ass u n~ la st i 11 g per for· 

mam·c· and homeowner peace-of-mind. 

FINANC[AL PERFORMANCE 
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PART I 

Item 1. Business 

General 

International Specialty Products Inc. (formerly ISP Holdings Inc.) ("ISP") is a leading multinational 
manufacturer of specialty chemicals, mineral products and filter products. 

We operate our business exclusively through our direct and indirect subsidiaries, including ISP Opco 
Holdings Inc., ISP Chemicals Inc., ISP Technologies Inc., ISP Van Dyk Inc., ISP Fine Chemicals Inc. and 
ISP Freetown Fine Chemicals Inc. We were incorporated in Delaware in 1996. 

On July 15, 1998, International Specialty Products Inc. ("Old ISP") merged with and into our company 
(then known as ISP Holdings Inc. ("ISP Holdings")). In connection with the merger, each share of common 
stock of Old ISP (other than those held by ISP Holdings) was automatically converted into one share of 
common stock of the surviving corporation, substantially all of the assets and liabilities of Old ISP were 
transferred to our subsidiary, ISP Opco Holdings Inc., and we changed our name to International Specialty 
Products Inc. Approximately 76% of our outstanding common stock is owned beneficially (as defined in 
Rule 13d-3 of the Securities Exchange Act of 1934) by Samuel J. Heyman, our Chairman of the Board of 
Directors and Chief Executive Officer. 

Prior to January l, 1997, ISP Holdings was a wholly-owned subsidiary of GAF Corporation. On 
January 1, 1997, GAF effected a series of transactions involving its subsidiaries that resulted in, among other 
things, the capital stock of ISP Holdings being distributed to the stockholders of GAF. As a result of this 
distribution, we are no longer a subsidiary of GAF, and the assets and liabilities of other wholly-owned 
subsidiaries of GAF, including G-1 Holdings Inc., Building Materials Corporation of America, U.S. Intec, Inc. 
and GAF Fiberglass Corporation, are no longer included in our assets and liabilities. 

The address and telephone number of our principal executive offices are 818 Washington Street, 
Wilmington, Delaware 19801, (302) 428-0847. 

Financial information concerning our industry segments and foreign and domestic operations required by 
Item 1 is included in Notes 13 and 14 to Consolidated Financial Statements contained in this Annual Report 
on Form 10-K. 

Specialty Chemicals 

Products and Markets. We manufacture a broad spectrum of specialty chemicals having numerous 
applications in consumer and industrial products. We use proprietary technology to convert various raw 
materials, through a chain of one or more processing steps, into increasingly complex. and higher value-added 
specialty chemicals specifically developed to meet customer requirements. 

Our specialty chemicals business is organized based upon the markets for our products. Accordingly, we 
manage our specialty chemicals in the following three business segments: 

• Personal Care-whose products are sold to the skin care and hair care markets; 

• Pharmaceutical, Agricultural and Beverage-whose products are sold to these three govemment­
regulated industries; and 

• Performance Chemicals, Fine Chemicals and Industrial-whose products are sold to numerous 
consumer and industrial markets. 

For the year ended December 31, 1998, sales of specialty chemicals represented approximately 84% of 
our revenues. Most of our specialty chemical product.s fall within the following categories: 

• vinyl ether numomers-includes several products for use in specialty and radiation-cured coatings. 
Our vinyl ether monomers are marketed by our Performance Chemicals group of our Performance 
Chemicals, Fine Chemicals and Industrial business segment. 
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• vinyl ether copolymers-includes our GANTREZ® line of products. These products serve as a 
bioadhesive resin in such consumer products as tartar-control toothpaste, denture adhesives and 
facial pore strips. Vinyl ether copolymers are marketed by the Personal Care and Pharmaceutical, 
Agricultural and Beverage business segments. 

• polyvinyl pyrrolidone (PVP) polymers and copolymers-represents our largest product group. 
These polymers and copolymers are marketed by all of our business segments. Our PLASDONE®, 
PoLYCLAR® and GAFQUAT® product lines, which are used as tablet binders, beverage clarifiers and 
hair fixative resins, respectively, are included in this group. 

• intermediates-includes butanediol, butenediol, butynediol and propargyl alcohol for use in 
numerous industrial applications. Intermediates are marketed by our Performance Chemicals, Fine 
Chemicals and Industrial business segment. Our largest selling intermediate product is butanediol, 
which is utilized by industrial companies to manufacture spandex fibers and polybutylene 
terephthalate (PBT) plastics for use in automobiles. 

• solvents-includes our M-PYROL ® brand of N-methyl pyrrolidone (NMP), for use in metal 
degreasing and paint stripping, BLO® brand of gamma-butyrolactone, for use by electronics 
companies in the manufacture of semiconductors and micro-processing chips, and tetrahydrofuran 
(THF), which is used in the manufacture and installation of PVC pipe. Solvents are also marketed 
by our Performance Chemicals, Fine Chemicals and Industrial business segment. 

The balance of our specialty chemical products include fine chemicals, sunscreens, preservatives, 
emollients and advanced materials. These products are marketed by all of our business segments. 

Personal Care. Our Personal Care business segment markets numerous specialty chemicals that serve 
as critical ingredients in the formulation of many well-known skin care, hair care, toiletry and cosmetic 
products. 

Our skin care ingredients include: 

• ultraviolet (UV) light absorbing chemicals, which serve as sunscreens; 

• emollients, which provide skin softness; 

• moisturizers, which enhance the skin's water balance; 

• waterproofing agents, which enhance the performance of eye-liners and sunscreens in wet 
environments; and 

• preservatives, which extend the shelf life of aqueous-based cosmetic formulations by preventing 
the growth of harmful bacteria. 

Our EscAwL® sunscreen actives serve as the primary active ingredient in many of the most popular 
sunscreens today and increasingly find applications in many other products such as lipsticks and facial 
creams. Our CERAPHYL ® line of emollients and moisturizers provides a variety of popular bath products with 
their softening and moisturizing characteristics. We produce a growing number of specialty preservatives, 
including GERMALL® PLus, a patented product that offers broad-spectrum anti-microbial activity, and 
SUTIOcmE® A, a preservative gentle enough for infant care products. 

Our hair care ingredients, marketed under the GANTREZ®, GAFQUAr® and PVP/V A family of products, 
include a number of specially formulated fixative resins which provide hairsprays, mousses and gels with 
their holding power, as well as thickeners and stabilizers for shampoos and conditioners. Utilizing our 
combined expertise in hair care and sunscreen applications, we recently developed the world's first high 
performance hair protectant, EscALOL® HP-610, to prevent sun damage to hair. 

Pharmaceutical, Agricultural and Beverage. Our specialty chemicals for the Phannaceutical, 
Agricultural and Beverage markets provide a number of end-use products with their unique properties, while 
enabling these products to meet increasingly strict regulatory requirements. 
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In the pharmaceutical market, our specialty chemicals serve as key ingredients in the following types of 
products: 

• prescription and over-the-counter tablets; 

• injectable prescription drugs and serums; 

• cough syrups; 

• antiseptics; 

• toothpastes; and 

• denture adhesives. 

Our PLAsooNE® and PoL YPLASDONE® polymers for tablet binders and tablet disintegrants are established 
excipients for use in the production of wet granulated tablets, and our GANTREZ® bioadhesive polymers serve 
as critical ingredients in denture adhesives and tartar control toothpastes. 

We believe that we are a leading producer of inert ingredients for the agricultural industry, where our 
solvents and polymers are used for the fonnulation of safer and more effective crop treatment products. For 
example, our AGRIMER® line of specialty polymers are EPA-approved inert ingredients which are used in 
seed-coating, crop dusting products and as binders and disintegrants for a variety of pesticide tablets, pellets 
and granules. 

Our specialty polymers, marketed under the POLYCLAR® trade name, serve the beverage market by 
assuring the clarity and extending the shelf life of beer, wine and fruit juices. 

Performance Chemicals, Fine Chemicals and Industrial. Our Performance Chemicals business includes 
acetylene-based polymers, vinyl ether monomers and advanced materials for industrial applications. Our 
acetylene-based chemistry produces a number of performance polymers for use in a wide range of industrial 
markets including: 

• coatings; 

• adhesives; 

• imaging; 

• detergents; 

• electronics; and 

• metalworking. 

Our advanced materials consist of high-purity carbonyl iron powders, sold under the MICROPOWDER® 

name, for use in the aerospace, defense, electronics and powder metallurgy industries. 

Our Fine Chemicals business focuses on the production of a variety of highly specialized products sold 
to the phannaceutical, biotechnology, agricultural and imaging markets. We also offer custom manufacturing 
services for these industries. 

We manufacture a broad range of fine chemicals under U.S. FDA current good manufacturing practices 
(cGMP) at our Columbus, Ohio facility. These fine chemicals include: 

• bulk pharmaceuticals, such as flunixin meglumine, a veterinary drug, and mitotane, a cancer 
treatment drug; 

• pharmaceutical intermediates, manufactured under contract for well-known pharmaceutical 
companies whose end products treat heart and kidney diseases, viral infections, and lower 
cholesterol; and 

• pheromones, for use in insect population measurement and control. 
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We expanded our presence in the fine chemicals market in February 1998 with the acquisition of a 
manufacturing facility in Freetown, Massachusetts from Polaroid Corporation. We currently plan to expand 
the production capability at this facility to include the manufacture of certain specialty chemical product lines 
for our Personal Care business segment and to offer custom manufacturing capability to the pharmaceutical, 
biotechnology, agricultural and chemical process industries. As part of the acquisition, we entered into a 
multi-year agreement to supply the imaging dyes and polymers used by Polaroid in its instant film business. 

In our Industrial business, we market several intermediate and solvent products, such as butanediol, 
tetrahydrofuran (THF) and N-methyl pyrrolidone (NMP), for use in a variety of industries, including: 

• high performance plastics; 

• lubricating oil and chemical processing; 

• electronics cleaning; and 

• coatings. 

In addition, we offer a family of environmentally friendly products that can replace chlorinated and other 
volatile solvents for a variety of industrial uses, including cleaning, stripping and degreasing. 

Effective April 1, 1998, we acquired the remaining 50% interest in GAF-Hills Chemie GmbH ("GhC"), 
our joint venture with a subsidiary of Hills AG, that is based in Marl, Germany. As part of the transaction, 
we also acquired from Hills the fully-dedicated, modern production facility that provides GhC with its 
primary raw material, acetylene. We believe that the production costs for butanediol and THF at GhC are 
among the most competitive in the industry. We believe that this acquisition will contribute significantly 
toward our goal of continued future access to a low-cost supply of butanediol. 

Based on a review of our entire butanediol manufacturing network, which includes the Texas City, 
Texas; Calvert City, Kentucky; and Marl, Germany plants, we announced in January 1999 that we intend to 
shut down the production unit for butanediol at our Calvert City plant. 

Marketing and Sales. We market our specialty chemicals using a worldwide marketing and sales force, 
typically chemists or chemical engineers, who work closely with our customers to familiarize themselves with 
our customers' products, manufacturing processes and markets. We conduct our domestic marketing and sales 
efforts from our facility in Wayne, New Jersey and regional offices strategically located throughout the 
United States. 

lnternatwnal Operations. We conduct our international operations through 39 subsidiaries and 42 sales 
offices located in Europe, Canada, Latin America and the Asia-Pacific region. We also use the services of 
local distributors to reach markets that might otherwise be unavailable to us. 

International sales of our specialty chemicals in 1998 were approximately 46% of our total sales for the 
year. Approximately 38% of our specialty chemicals sales in 1998 were in Europe and Japan. Sales in these 
regions are subject to exchange rate fluctuation risks. For a discussion of our policy regarding the 
management of these risks, see Item 7, ''Management's Discussion and Analysis of Financial Condition and 
Results of Operations-Liquidity and Financial Condition." Other countries in which we have sales are 
subject to additional risks, including high rates of inflation, exchange controls, government expropriation and 
general instability. 

We own and operate GhC, primarily a butanediol manufacturing facility, and ISP Acetylene GmbH, an 
acetylene production plant. Both production facilities are located at Hills' Chemiepark site in Marl, Germany, 
and each relies upon Hills to provide certain services, including utilities, rail transport and waste handling. 
GhC is the most modern butanediol production facility in our butanediol manufacturing network. ISP 
Acetylene, which employs electric arc technology for the production of acetylene from various hydrocarbon 
feedstocks, was built in 1992 to replace an older facility and utilizes state-of-the-art gas separation 
technology. ISP Acetylene's entire production is dedicated to fulfilling GhC's requirements and has no third­
party sales. 
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Raw Materials. Because of the multi-step processes required to manufacture our specialty chemicals, 
we believe that our raw materials costs represent a smaller percentage of the cost of goods sold than for most 
other chemical companies. We estimate that approximately one-third of our manufacturing costs are for raw 
materials (including energy and packaging). As a result, we believe that fluctuations in the price of raw 
materials have less of an impact on our specialty chemicals business than on those chemical companies for 
which raw materials costs represent a larger percentage of manufacturing costs. 

The principal raw materials used in the manufacture of our specialty chemicals are acetylene, methanol 
and methylamine. Most of the raw materials for consumption in the United States are obtained from third 
party sources pursuant to supply agreements. Acetylene, a significant raw material used in the production of 
most of our specialty chemicals, is obtained by us for domestic use from two unaffiliated suppliers pursuant 
to supply contracts. At our Texas City and Seadrift, Texas plants, acetylene is supplied via pipeline by a 
neighboring large multinational company that generates this raw material as a by-product from the 
manufacture of ethylene. At our Calvert City, Kentucky facility, acetylene is supplied via pipeline by a 
neighboring company that generates it from calcium carbide. 

Due to the nature of the manufacturing process, electricity and hydrocarbon feedstocks (primarily 
butane) are critical raw materials for the production of acetylene at our operations in Marl, Germany, where 
methanol is also a principal raw material. Electricity, butane and methanol for Marl, Germany are supplied 
to us by Hills pursuant to a long-term supply agreement. 

We believe that the diversity of our acetylene supply sources and our use of a number of acetylene 
production technologies (ethylene by-product, calcium carbide and electric arc technology) provide us with a 
reliable supply of acetylene. In the event of a substantial interruption in the supply of acetylene from current 
sources, or, in the case of GhC, electricity and hydrocarbon feedstocks, we cannot assure that we would be 
able to obtain as much acetylene from other sources as would be necessary to meet our supply requirements. 
To date, we have not experienced an interruption of our acetylene supply that has had a material adverse 
effect on our sales of specialty chemicals. 

Availability of other raw materials, including methanol and methylarnine, remained adequate during 
1998. We believe that, in the event of a supply interruption, we could obtain adequate supplies of such raw 
materials from alternate sources. 

We use natural gas and raw materials derived from petroleum in many of our manufacturing processes 
and, consequently, the price and availability of natural gas and petroleum could be material to our operations. 
During I 998, crude oil and natural gas supplies remained adequate, while prices generally demonstrated 
seasonal variations. 

Mineral Products 

Products and Markets. We manufacture mineral products consisting of ceramic-coated colored roofing 
granules, which are produced from rock deposits that are mined and crushed at our quarries and are colored 
and coated using a proprietary process. We sell our mineral roofing granules primarily to the North American 
roofing industry for use in the manufacture of asphalt roofing shingles. The granules help to provide weather 
resistance, decorative coloring, heat deflection and increased weight in the shingle. We are the second largest 
of only three major suppliers of colored roofing granules in North America. 

We estimate that more than 80% of the asphalt shingles currently produced by the roofing industry are 
sold for the reroofing/replacement market, in which demand is driven not by the pace of new home 
construction but by the needs of homeowners to replace existing roofs. Homeowners generally replace their 
roofs either because they are worn, thereby creating concerns as to weather-tightness, or because of the 
homeowners' desire to upgrade the appearance of their homes. We estimate that the balance of the roofing 
industry's asphalt shingle production historically has been sold primarily for use in new housing construction. 
Sales of our colored mineral granules have benefited from a trend toward the increased use of heavyweight, 
three-dimensional laminated roofing shingles which results in both functional and aesthetic improvements. 
These shingles require, on average, approximately 60% more granules than traditional three-tab, lightweight 
roofing shingles. 
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Sales to Building Materials Corporation of America ("BMCA"), one of our affilil!,tes, and its 
subsidiaries constituted approximately 66% of our mineral products net sales in 1998. See Item 13, "Certain 
Relationships and Related Transactions'' and Note 12 to Consolidated Financial Statements. 

Raw Materials. We own rock deposits that have specific performance characteristics, including 
weatherability, the ability to reflect UV light, abrasion-resistance, non-staining characteristics and the ability 
to absorb pigments. We own three quarries, each with proven reserves, based on current production levels, of 
more than 20 years. 

Filter Products 

We manufacture and sell filter products, consisting of pressure filter vessels, filter bags and filter 
systems. These filter products are designed for the removal of macroscopic contaminants in the treatment of 
process liquids. The paint, automotive, chemical, pharmaceutical, petroleum and food and beverage industries 
accounted for almost all of our 199 8 net sales of filter products. 

We manufacture pressure filter vessels at manufacturing facilities in Brazil, Canada and Germany, which 
serve both local and international markets. We also manufacture filter bags in Belgium, Canada, Singapore, 
Brazil and the United States and supply filter products worldwide through our subsidiaries, sales offices and 
distributors. 

Competition 

We believe that we are either the first or second largest seller worldwide of our specialty chemicals 
derived from acetylene, other than butanediol and tetrahydrofuran. 

In each end-use market, there are a limited number of companies that produce substitutable products for 
our acetylene-derived specialty chemicals. These companies compete with us in the personal care, 
pharmaceutical, beverage and industrial markets and have the effect of limiting our market penetration and 
pricing flexibility. For our specialty chemicals not derived from acetylene, including sunscreens, emollients, 
moisturizers and fine chemicals, a number of world-wide competitors can provide similar products or 
services. We compete on quality, price and customer service in these markets. 

Butanediol, which we produce primarily for use as a raw material, is also manufactured by a limited 
number of companies throughout the world for both their captive use or to supply the merchant market. We 
believe that there are three competitors of significance for merchant market butanediol. One of these 
competitors sources the merchant market from its plants in the United States and Europe. The two other 
competitors each source the merchant market from their single manufacturing plants, one in the United States 
and the other in Europe. Recently, a fourth competitor announced its intention to enter the merchant 
butanediol market and began construction of a plant in the United States. Tetrahydrofuran is manufactured by 
a number of companies throughout the world. 

With regard to our mineral products, we have only one major and one smaller competitor and believe 
that competition has been limited by: 

• the substantial capital expenditures associated with the construction of new mineral processing 
and coloring plants and the acquisition of suitable rock reserves; 

• the limited availability of proven rock sources; 

• the complexity associated with the construction of a mineral processing and coloring plant, 
together with the technical know-how required to operate such a plant; 

• the need to obtain, prior to commencing operations, reliable data over a substantial period of time 
regarding the weathering of granules in order to assure the quality and durability of the product; 
and 

• the difficulty in obtaining the necessary permits to mine and operate a quarry. 

With respect to filter products, we compete with a number of companies worldwide. 
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Competition is largely based upon product and service quality, technology, distribution capability and 
price. We believe that we are well-positioned in the marketplace as a result of our broad product lines, 
sophisticated technology and worldwide distribution network. 

Research and Development 

Our worldwide research and development expenditures were $25.4 million, $27.3 million, and 
$26.3 million in 1996, 1997 and 1998, respectively. 

Our research and development activities are conducted primarily at our worldwide technical center and 
laboratories in Wayne, New Jersey. Additional research and development is conducted at plant sites in 
Calvert City, Kentucky; Texas City, Texas; Chatham, New Jersey; Belleville, New Jersey; Freetown, 
Massachusetts; and Columbus, Ohio and technical centers in the United Kingdom, Belgium, Germany, China 
and Singapore. Our mineral products research and development facility, together with our customer design 
and color center, is located at Hagerstown, Maryland. Our filter products research and development is 
conducted at our Belgium facility. 

Environmental Services 

We have received site designation far the construction of a hazardous waste treatment, storage and 
disposal facility at our Linden, New Jersey property and have received approval from the New Jersey 
Turnpike Authority for a direct access ramp from the New Jersey Turnpike to the site. If we are successful in 
securing the necessary permits to construct and operate the hazardous waste facility, we intend to develop 
and operate the facility in a separate subsidiary, either on our own or in a joint venture with a suitable 
partner. We estimate that the cost of constructing the facility will be approximately $100 million and, if 
approved, the facility is anticipated to be in operation three years after commencement of construction. We 
anticipate utilizing internally generated cash and/or seeking project or other independent financing for this 
project. We also are investigating additional development opportunities at this site. 

Patents and Trademarks 

As of December 31, 1998, we owned or licensed approximately 360 domestic and 370 foreign patents or 
patent applications and owned or licensed approximately 140 domestic and 1,390 foreign trademark 
registrations or applications related to our business. While we believe the patent protection covering certain 
of our products is material to those products, we do not believe that any single patent, patent application or 
trademark is material to our business or operations. We believe that the duration of the existing patents and 
patent licenses is consistent wih our business needs. 

Environmental Compliance 

Since 1970, a wide variety of federal, state and local environmental laws and regulations relating to 
environmental matters have been adopted and amended. By reason of the nature of our operations and the 
operations of our predecessor and certain of the substances that are or have been used, produced or 
discharged at our or its plants or at other locations, we are affected by these environmental laws and 
regulations. We have made capital expenditures of less than $4.0 million in each of the three years ended 
December 31, 1998, in order to comply with these laws and regulations. These expenditures are included in 
additions to property, plant and equipment. We anticipate that aggregate capital expenditures relating to 
environmental compliance in each of 1999 and 2000 will be approximately $4.0 million. 

The environmental laws and regulations deal with air and water emissions or discharges into the 
environment, as well as the generation, storage, treatment, transportation and disposal of solid and hazardous 
waste, and the remediation of any releases of hazardous substances and materials to the environment. We 
believe that our manufacturing facilities comply in all material respects with applicable environmental laws 
and regulations, and, while we cannot predict whether more burdensome requirements will be adopted in the 
future, we believe that any potential liability for compliance with environmental laws and regulations will not 
materially affect our business, liquidity, results of operations, cash flows or financial position. 
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We believe that we operate our manufacturing facilities in compliance in all material respects with 
applicable environmental, health and safety laws and regulations, but we cannot predict whether more 
burdensome requirements will be imposed by governmental authorities in the future. 

Employees 

At December 31, 1998, we employed approximately 2,900 people worldwide. Approximately 750 
employees in the United States were subject to five union contracts. We believe that our relations with our 
employees and their unions are satisfactory. 

Item 2. Properties 

Our corporate headquarters and principal research and development laboratories are located at a 100-acre 
campus-like office and research park owned by one of our subsidiaries at 1361 Alps Road, Wayne, New 
Jersey 07470. The premises are subject to a first mortgage. 

The principal domestic and foreign real properties either owned by, or leased to, us are described below. 
Unless otherwise indicated, the properties are owned in fee. In addition to the principal facilities listed below, 
we maintain sales offices and warehouses in the United States and abroad, substantially all of which are in 
leased premises under relatively short-term leases. 

Location 

Alabama 
Huntsville ........................ . 

Kentucky 
Calvert City ...................... . 

Maryland 
Hagerstown ...................... . 

Massachusetts 
Freetown ......................... . 

Missouri 
Annapolis ........................ . 

New Jersey 
Belleville ........................ . 

Bridgewater ...................... . 
Chatham ........................ .. 

Wayne ........................... . 

Ohio 
Columbus ........................ . 

Pennsylvania 
Blue Ridge Summit ............... . 

Tennessee 
Memphis ......................... . 

Texas 
Seadrift .......................... . 
Texas City ....................... . 

Wisconsin 
Pembine ......................... . 

Facility 

Domestic 

Plant* 

Plant 

Research Center, Design Center, 
Sales Office 

Plant, Research Center 

Plant, Quarry 

Plant, Sales Office, Research 
Center, Warehouse 

Sales Office 
Plant, Sales Office, Research 

Center 
Headquarters, Corporate 

Administrative Offices, 
Research Center 

Plant, Research Center, Sales 
Office 

Plant, Quarry 

Plant*, Warehouse*, Distribution 
Center* 

Plant 
Plant 

Plant, Quarry 
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Product Line 

Specialty Chemicals 

Specialty Chemicals 

Mineral Products 

Specialty Chemicals 

Mineral Products 

Specialty Chemicals 

Specialty Chemicals 
Specialty Chemicals 

Specialty Chemicals 

Specialty Chemicals 

Mineral Products 

Filter Products 

Specialty Chemicals 
Specialty Chemicals 

Mineral Products 
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Location 

Belgium 
Sint-Niklaas ........... , .......... . 

Brazil 
Sao Paulo ........................ . 

Canada 
Mississauga, Ontario .............. . 

Oakville, Ontario ................. . 
Germany 

Cologne ......................... . 
Hamburg ......................... . 
Marl ............................. . 

India 
Nagpur ....................... , .. . 

Japan 
Tokyo ........................ , .. . 

Singapore .......................... . 

United Kingdom 
Guildford ........................ . 

Manchester ....................... . 

"' Leased property 
*"' Long-term ground tease 

Facility 

International 

Plant, Sales Office, Research 
Center, Distribution Center 

Plant"', Sales Office"', Distribution 
Center"' 

Sales Office*, Distribution 
Center"' 

Plant"' 

Research Center"', Sales Office"' 
Plant* 
Plants"'*, Sales Office** 

Plant** 

Sales Office* 

Plant"', Sales Office"', Distribution 
Center*, Asia-Pacific 
Headquarters*, Warehouse* 

European Headquarters"', 
Research Center* 

Sales Office"'*, Distribution 
Center** 

Product Line 

Specialty Chemicals 
and Filter Products 

Specialty Chemicals 
and Filter Products 

Specialty Chemicals 

Filter Products 

Specialty Chemicals 
Filter Products 
Specialty Chemicals 

Specialty Chemicals 

Specialty Chemicals 
and Filter Products 

Specialty Chemicals 
and Filter Products 

Specialty Chemicals 

Specialty Chemicals 
and Filter Products 

We believe that our plants and facilities, which are of varying ages and are of different construction 
types, have been satisfactorily maintained, are in good condition, are suitable for their respective operations 
and generally provide sufficient capacity to meet production requirements. Each plant has adequate 
transportation facilities for both raw materials and finished products. In I 998, we made capital expenditures 
of $83.6 million relating to plant, property and equipment. 

Item 3. Legal Proceedings 

Our company, together with other companies, is a party to a variety of proceedings and lawsuits 
involving environmental matters (''Environmental Claims'') under the Comprehensive Environmental 
Response Compensation and Liability Act ("CERCLA") and similar state laws, in which recovery is sought 
for the cost of cleanup of contaminated sites, a number of which are in the early stages or have been dormant 
for protracted periods. 

We estimate that our liability in respect of all Environmental Claims (including those relating to our 
closed Linden, New Jersey plant described below), and certain other environmental compliance expenses, as 
of December 31, 1998, is $20.0 million, before reduction for insurance recoveries reflected on our balance 
sheet (discussed below) of $10.7 million that relate to both past expenses and estimated future liabilities 
("estimated recoveries"). In the opinion of management, the resolution of such matters should not be 
material to our business, liquidity, results of operations, cash flows or financial position. However, adverse 
decisions or events, particularly as to the liability and the financial responsibility of our insurers and of the 
other parties involved at each site and their insurers, could cause us to increase our estimate of our liability 
in respect of such matters. It is not currently possible to estimate the amount or range of any additional 
liability. 
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After considering the relevant legal issues and other pertinent factors, we believe that we will receive the 
estimated recoveries and that the recoveries could be well in excess of the current estimated liability for all 
Environmental Claims, although there can be no assurance in this regard. We believe we are entitled to 
substantially full defense and indemnity under our insurance policies for most Environmental Claims, 
although our insurers have not affirmed a legal obligation under the policies to provide indemnity for such 
claims. 

In March 1995, GAF Corporation commenced litigation on behalf of itself and its predecessors, 
successors, subsidiaries and related corporate entities in the United States District Court for the District of 
New Jersey seeking amounts substantially in excess of the estimated recoveries. The court dismissed the 
action in December 1997 for Jack of federal jurisdiction, and defendant insurers appealed the dismissal. The 
appeal was denied by the Third Circuit Court of Appeals in March 1999. In June 1997, GAF Corporation 
filed a similar action against the insurers in the Superior Court of New Jersey, Somerset County, which 
action is pending. While we believe that our claims are meritorious, we cannot be certain that we will prevail 
in our efforts to obtain amounts equal to, or in excess of, the estimated recoveries. 

In June 1989, we entered into a Consent Order with the New Jersey Department of Environmental 
Protection ("NJDEP") requiring the development of a remediation plan for our closed Linden, New Jersey 
plant and the maintenance of financial assurances (currently $7.5 million) to guarantee our performance. This 
Consent Order does not address any potential natural resource damage claims. In April 1993, NJDEP issued 
orders which require the prevention of discharge of contaminated groundwater and stormwater from the site 
and the elimination of other potential exposure concerns. We believe, although we cannot be certain, that, 
taking into account our plans for development of the site, we can comply with the NJDEP order at a cost of 
no more than $7 .5 million. See Item I, "Business-Environmental Services." 

Item 4. Submission of Matters to a Vote of Security Holders. 

None. 

Executive Officers of the Registrant 

The following table sets forth the name, age, position and other information with respect to ISP's 
executive officers. Under ISP's By-laws, each director and executive officer continues in office until ISP's 
next annual meeting of stockholders and until his or her successor is elected and qualified. As used in this 
section, ''ISP'' refers to both Old ISP prior to the merger of Old ISP into ISP Holdings and ISP subsequent 
to the merger. 

Name and Pos:ltion Held 

Samuel J. Heyman ........... . 
Chairman and Chief 
Executive Officer 

Peter R. Heinze .............. . 
President and Chief 
Operating Officer 

Present Principal 
Occupation or Employment and 

A1e Five-Year Employment History 

60 Mr. Heyman has been a director, Chairman and Chief Executive 
Officer of ISP since its formation. Mr. Heyman also has been a 
director, Chairman and Chief Executive Officer of GAF 
Corporation and certain of its subsidiaries for more than five 
years. He has been a director and Chainnan of BMCA since its 
formation, and was Chief Executive Officer of BMCA from June 
1996 to January 1999. He is aJso the Chief Executive Officer, 
Manager and General Partner of a number of closely held real 
estate development companies and partnerships whose investments 
include commercial real estate and a portfolio of publicly traded 
securities. 

56 Dr. Heinze has been a director, President and Chief Operating 
Officer of ISP since November 1996. He was Senior Vice 
President, ChemicaJs of PPG Industries Inc., a glass products, 
coatings and resins, and chemical manufacturer from April 1993 
to November 1996. 

10 
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Name and Position Held 

Carl R. Eckardt .............. . 
Executive Vice President­
Corporate Development 

James P. Rogers ............. . 
Executive Vice 
President-Finance 

Andrew G. Mueller .......... . 
Executive Vice President­
Operations 

Richard A. Weinberg ......... . 
Executive Vice President, 
Secretary and General 
Counsel 

Randall R. Lay .............. . 
Senior Vice President and 
Chief Financial Officer 

Present PrinclpaJ 
Occupation or Employment and 

~ Five-Year Employment History 

68 Mr. Eckardt has been a director of ISP since its formation and 
Executive Vice President, Corporate Development, of ISP since 
November 1996, which position he also held from ISP's 
formation to January 1994. From January 1994 to November 
1996, Mr. Eckardt was President and Chief Operating Officer of 
ISP. Mr. Eckardt was Vice Chairman of GAF Corporation from 
November 1996 to January 1999 and a director of GAF 
Corporation for more than five years until January 1999. He was 
Executive Vice President of GAF Corporation for more than five 
years until November 1996. 

48 Mr. Rogers has been Executive Vice President-Finance of ISP since 
December 1996 and was Senior Vice President-Finance of ISP 
from November 1993 to December 1996. He was Treasurer of 
ISP from March 1992 to December 1994 and from September 
1995 to December 1996. Mr. Rogers has been Executive Vice 
President and Chief Financial Officer of GAF Corporation and 
certain of its subsidiaries since December 1996, was Senior Vice 
President and Chief Financial Officer of such corporations from 
November 1993 to December 1996 and has served as Treasurer of 
such corporations since March 1992. Mr. Rogers has been a 
director of BMCA since its formation and Executive Vice 
President of BMCA since December 1996. He was Senior Vice 
President of such corporation from November 1993 to December 
1996. 

56 Mr. Mueller has been Executive Vice President-Operations of ISP 
since May 1997. He was employed by BASF Corporation as 
Group Vice President, Colorants & Textile/Leather Chemicals 
from December 1995 to April 1997 and as Vice President, Fiber 
Intermediates for more than five years until November 1995. 

39 Mr. Weinberg has been Executive Vice President, Secretary and 
General Counsel of ISP since May 1998 and was Senior Vice 
President, Secretary and General Counsel of ISP from May 1996 
to May 1998. Mr. Weinberg has held the same positions during 
the same time periods with GAF Corporation and certain of its 
subsidiaries, including BMCA. He was Vice President and 
General Counsel of BMCA from September 1994 to May 1996, 
Vice President-Law of BMCA from May 1994 to September 1994 
and Vice President-Law of GAF Building Materials Corporation 
from April 1993 to May 1994. 

44 Mr. Lay has been Senior Vice President and Chief Financial Officer 
of ISP since December 1998 and was Vice President and Chief 
Financial Officer of ISP from April 1995 to December 1998. 
From August 1993 to April 1995, he served as Controller, 
Specialty Derivatives of ISP. 
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PART II 

Item 5. Market for Registrant's Common Equity and Related Stockholder Mailers 

The following information pertains to ISP's common stock, which is traded on the New York Stock 
Exchange. As of March 19, 1999, there were 240 holders of record of ISP's outstanding common stock. For 
purposes of this section, "ISP" refers to both Old ISP for the periods prior to the merger of Old ISP into 
ISP Holdings and ISP for the periods subsequent to the merger. 

1998 by Quarter 1997 by Quarter 
First Second Third Fourth First Second Third Fourth 

Price Range of Common Stock: 
High ...................... $18112 $20112 $1813116 $157ft6 $133/4 $143/s $15 l/4 $16112 
Low ...................... 139/16 1613/[6 12 99/!6 lP/4 l lll2 131/2 137/s 

ISP announced in the second quarter of 1995 that its Board of Directors had eliminated the 2112 cents per 
share semi-annual dividend on ISP's common stock. The declaration and payment of dividends is at the 
discretion of the Board of Directors of ISP. See Item 7, "Management's Discussion and Analysis of 
Financial Condition and Results of Operations" and Note 9 to Consolidated Financial Statements for 
information regarding restrictions on the payment of dividends set forth on pages F-2 to F-10 and page F-26, 
respectively. Any decision to resume the payment of dividends, and the timing and amount thereof, is 
dependent upon, among other things, ISP's results of operations, financiaJ condition, cash requirements, 
prospects and other factors deemed relevant by the Board of Directors. Accordingly, there can be no 
assurance that the Board of Directors will resume the declaration and payment of dividends or as to the 
amount thereof. 

Item 6. Selected Financial Data 

See page F-11. 

Item 7, Management's Discussion and Analysis of Financial Condition and Results of Operoti.ons 

See page F-2. 

Item 7 A. Quantitative and Qualitative Disclosures about Market Risk 

See Item 7, "Management's Discussion and Analysis of Financial Condition and Results of 
Operations-Liquidity and Financial Condition-Market-Sensitive Instruments and Risk Management" on 
page F-8. 

Item 8. Financial Statements and Supplementary Data 

See Index on page F-1 and Financial Statements and Supplementary Data on pages F-13 to F-42. 

Item 9, Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 

None. 

PART III 

Item 10. Directors and Executive Officers of the Registrant 

The information relating to the directors of ISP to be contained in the Proxy Statement under the 
heading "Election of Directors" is incorporated by reference herein. For information relating to the executive 
officers of ISP, see ''Executive .Officers of the Registrant'' in Part I of this report. 

12 
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Item 11. Executive Compensation 

The information to be contained in the Proxy Statement under the headings "Compensation of Executive 
Officers of the Company" and "Election of Directors" is incorporated by reference herein. 

Item 12. Security Ownership of Certain Beneficial Owners and Management 

The information to be contained in the Proxy Statement under the heading "Security Ownership of 
Certain Beneficial Owners and Management" is incorporated by reference herein. 

Item 13, Certain Relationships and Related Transactions 

The information to be contained in the Proxy Statement under the headings "Election of Directors" and 
"Certain Transactions" is incorporated by reference herein. 

PART IV 

Item 14, Exhibits, Financia.l Statement Schedules and Reports on Form 8-K 

The following documents are filed as part of this report: 

(a)(l) Financial Statements: See Index on page F-1. 

(a)(2) Financial Statement Schedules: See Index on page F-1. 

(a)(3) Exhibits: 

Exhibit 
Nwnber Descrlptlons 

3.1 - Amended and Restated Certificate of Incorporation of ISP (incorporated by reference to 
Exhibit 4.1 to Post-Effective Amendment No. 1 on Form S-8 to the Registration Statement on 
Form S-4 of ISP (Registration No. 333-53709) (the "ISP Registration Statement")). 

3.2 - By·l~ws of ISP (incorporated by reference to Exhibit 99.2 to the ISP Registration Statement). 

4.1 - 9% Note Indenture, dated as of October 18, 1996, between ISP Holdings and The Bank of New 
York, as trustee (incorporated by reference to Exhibit 4.1 to the Registration Statement on Form 
S-4 of ISP Holdings (Registration No. 3 3 3-17 82 7) (the "Holdings Registration Statement")). 

4.2 - 93/4% Note Indenture, dated as of October 18, 1996, between ISP Holdings and The Bank of 
New York, as trustee (incorporated by reference to Exhibit 4.2 to the Holdings Registration 
Statement). 

10.1 - Amended and Restated Management Agreement, dated as of January 1, 1999, among GAF 
Corporation, G-I Holdings Inc., G Industries Corp., Merick Inc., GAF Fiberglass Corporation, 
ISP, GAF Building Materials Corporation, GAF Broadcasting Company, Inc., BMCA and ISP 
Opco Holdings Inc (incorporated by reference to Exhibit 10.1 to BMCA's Annual Report on 
Form 10-K for the year ended December 31, 1998). 

10.2 - Indemnification Agreement, dated as of October 18, 1996, among GAF Corporation, G-1 
Holdings Inc., ISP Holdings, G Industries Corp. and GAF Fiberglass Corporation (incorporated 
by reference to Exhibit 10. 7 to the Holdings Registration Statement). 

10.3 - Tax Sharing Agreement, dated as of January 1, 1997, among ISP Holdings, International 
Specialty Products Inc. and certain subsidiaries of International Specialty Products Inc. 
(incorporated by reference to Exhibit 10.8 to the Holdings Registration Statement). 

10.4 - Non-Qualified Retirement Plan Letter Agreement (incorporated by reference to Exhibit 10.11 to 
the Registration Statement on Form S-1 of International Specialty Products Inc. (Registration 
No. 33-40351)).* 
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10.5 - International Specialty Products Inc. 1991 Incentive Plan for Key Employees and Directors, as 
amended (incorporated by reference to Exhibit 4.3 to Post-Effective Amendment No. I on Form 
S-8 to the ISP Registration Statement).* 

10.6 - Agreement, dated July 30, 1993, between International Specialty Products Inc. and Carl R. 
Eckardt (incorporated by reference to Exhibit 10.16 to the Registration Statement on Form S-4 
of G-1 Holdings Inc. (Registration No. 33-72220)).* 

10.7 - Letter Agreement, dated October 15, 1996, between GAF Corporation and Dr. Peter Heinze 
(incorporated by reference to Exhibit l 0.14 to the Holdings Registration Statement).* 

10.8 - Letter Agreement, dated July 15, 1998, between ISP and Dr. Peter Heinze (incorporated by 
reference to Exhibit 4.3 to ISP's Registration Statement on Form S-8 (Registration No. 
333-62359)). * 

10.9 - Stock Appreciation Rights Agreement, dated January 20, 1994, between GAF Corporation and 
James P. Rogers (incorporated by reference to Exhibit 10.20 to G-1 Holdings Annual Report on 
Form 10-K for the year ended December 31, 1993).* 

10.10 - Compensation and Indemnification Agreement among Charles M. Diker, Burt Manning and ISP, 
dated October 10, 1997 (incorporated by reference to Exhibit 10.23 to the ISP Registration 
Statement).* 

10.11 - Agreement and Plan of Merger between ISP Holdings and International Specialty Products Inc., 
dated as of March 30, 1998 (incorporated by reference to Exhibit A to Amendment No. 2 to ISP 
Holdings Schedule 130 with respect to the common stock of International Specialty Products 
Inc. filed with the Securities and Exchange Commission on April l, 1998). 

21 - Subsidiaries of ISP. 

23 - Consent of Arthur Andersen LLP. 

27 - Financial Data Schedule for fiscal year 1998, which is submitted electronically to the Securities 
and Exchange Commission for information only. 

* Management and/or compensation plan or arrangement. 

(b) Reports on Form 8-K 

No reports on Form 8-K were filed in the fourth quarter of 1998. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the 
Registrant bas duly caused this report to be signed on its behalf by the undersigned, thereunto duly 
authorized. 

Date: March 30, 1999 

INTERNATIONAL SPECIALTY PRODUCTS INC, 

By: /s/ RANDALL R. LAY 

Randall R. Lay 
Senior Vice President and Chief Financial Officer 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report bas been signed 
below on March 30, 1999, by the following persons on behalf of the Registrant and in the capacities 
indicated. 

Signature 

/s/ SAMUEL J. HEYMAN 

Samuel J. Heyman 

Isl PETER R. HEINZE 

Peter R. Heinze 

Isl CARL R. EcKARDT 

Carl R. Eckardt 

Isl HARRISON J. GOLDIN 

Harrison J. Goldin 

Isl CHARLES M. DIKER 

Charles M. Diker 

/s/ SANFORD KAPLAN 

Sanford Kaplan 

Is/ BURT MANNING 

Burt Manning 

Isl RANDALL R. LAY 

Randall R. Lay 

Title 

Chairman of the Board and Chief Executive Officer (Principal 
Executive Officer) 

President and Chief Operating Officer; Director 

Executive Vice President, Corporate Development; Director 

Director 

Director 

Director 

Director 

Senior Vice President and Chief Financial Officer (Principal 
Financial and Accounting Officer) 
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INTERNATIONAL SPECIAL TY PRODUCTS INC, 

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 
CONDITION AND RESULTS OF OPERATIONS 

On July 15, 1998, International Specialty Products Inc. ("Old ISP") merged (the "Merger") with and into 
ISP Holdings Inc. ("ISP Holdings"). In connection with the Merger, ISP Holdings changed its name to 
International Specialty Products Inc. (the "Company"). In the Merger, each outstanding share of Old ISP's 
common stock, other than those held by ISP Holdings, was converted into one share of common stock of the 
Company, and the outstanding shares of ISP Holdings' common stock were converted into an aggregate of 
53,833,333 shares (or approximately 78%) of the outstanding shares of common stock of the Company. The 
financial statements presented herein for periods prior to the Merger represent the results of the former ISP 

Holdings. 

Prior to January 1, 1997, ISP Holdings was a wholly·owned subsidiary of GAF Corporation ("GAF''). On 
January I , 1997, GAF effected a series of transactions (the "Separation Transactions") that resulted in, among 
other things, the capital stock of ISP Holdings being distributed to the stockholders of GAF. As a result of such 
distribution, ISP Holdings and Old ISP are no longer direct or indirect subsidiaries of GAF. Conversely, the 
assets and liabilities of the other wholly-owned subsidiaries of GAF, including G-1 Holdings Inc. ("G-1 
Holdings") and its subsidiaries, including Building Materials Corporation of America ( "BMCA"), U.S. Intec, 
Inc. (''U.S. In tee''), and GAF Fiberglass Corporation (' 'GFC' '), are no longer included in the consolidated assets 
and liabilities of the Company. 

Accordingly, the results of operations and assets and liabilities of G-I Holdings, BMCA, U.S. Intec and 
GFC, as well as the assets of GAF Broadcasting Company, Inc. (which were sold in August 1996), have been 
classified as "Discontinued Operations" within the financial statements for all periods presented prior to the 
Separation Transactions. The following discussion is on a continuing operations basis. 

Results of Operations 

1998 Compared With 1997 

The Company recorded net income in 1998 of $4.8 million ($.08 diluted earnings per share) compared with 
net income of $54.0 million ($1.00 diluted earnings per share) in 1997. The results for 1998 reflect a restructuring 
and impairment loss of $73.0 million and $12.8 million of charges related to the Merger. Excluding the effect of 
such nonrecurring charges, net income for 1998 was $64.1 million ($1.05 diluted earnings per share), with the 
increase attributable to higher operating and other income, partially offset by higher interest expense. 

Sales for 1998 were $823.9 million, a 10% increase compared with $749.2 million for 1997. The sales 
growth in 1998 was primarily attributable to the Company's acquisition, effective April 1, 1998, of the remaining 
50% interest in its joint venture with HUis AG, GAF HUis Chemie GmbH (''GhC''), and to the acquisition of the 
Freetown fine chemicals facility (see Note 5 to Consolidated Financial Statements), which together accounted for 
$74.5 million of the increase. In addition, the sales increase was attributable to increased sales volumes ($9.0 
million), offset by the unfavorable effect ($9.8 million) of the stronger U.S. dollar relative to other currencies in 
certain areas of the world. The higher sales in 1998 reflect increased sales in the U.S., Europe (due to the sales of 
GhC) and Latin America, partially offset by lower sales in the Asia-Pacific region. 

As discussed in Note 3 to Consolidated Financial Statements, the Company recorded $73.0 million in 1998 
for provisions for restructuring and impairment loss, primarily related to its decision to shut down its butanedio! 
production unit at its Calvert City, Kentucky manufacturing facility. As a result of significant adverse changes in 
the butanediol market, and in conjunction with the decision to shut down the Calvert City butanediol production 
unit, the Company also reviewed the recoverability of its butanediol production assets at its Texas City and 
Seadrift, Texas facilities and, based on this review, took an impairment loss charge of $16.6 million. The total 
charge related to the above shutdown and impairment aggregated $59.3 million, including a total write-off of 
property, plant and equipment of $38. 7 million, the write-off of $13. l million of good wi II related to the 
butanediol business and an accrual of $7.5 million for cash costs to be incurred, mainly for decommissioning, 
demolition and remediation, and severance costs. In addition, also as a result of the adverse changes in the 
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butanediol market and as a result of the acquisition of GhC, the Company decided not to continue its plans to 
acquire or develop a European manufacturing facility. Costs incurred in previous years for this project 
aggregating $10.7 million were therefore deemed not recoverable and were written off in 1998. Also, in the third 
quarter of 1998, the Company reserved $3.0 million for the consolidation of offices in the Company's European 
operations. 

As a result of the Merger, the Company incurred $12.8 million of charges against operating income in 1998, 
consisting of a $7.9 million charge in connection with the termination of ISP Holdings' stock appreciation rights 
and preferred stock option programs, a $2.6 million charge related to purchase accounting adjustments and 
$2.2 million of other expenses relating to investment banking, legal and other fees. 

Operating income, before the impact of the $85.8 million of nonrecurring charges discussed above, was 
$155.6 million for 1998, a 10% increase over the $141.3 million recorded in 1997. The improved results were 
primarily attributable to higher operating income for the Performance Chemicals, Fine Chemicals and Industrial 
business segment (up $22.8 million), mainly due to the acquisitions of GhC and the Freetown fine chemicals 
facility, and also due to higher operating income for Mineral Products (up $3.5 million), partially offset by lower 
results for Personal Care (down $9.3 million) and Pharmaceutical, Agricultural and Beverage (down 
$0.8 million). See below for further discussion of business segment results. The overall operating results, in 
addition to the favorable effect of the acquisitions, were favorably impacted by increased sales volwnes, partially 
offset by the adverse effect of the stronger U.S. dollar ($15.7 million) and 6.5% higher selling, general and 
administrative expenses due primarily to higher distribution and marketing expenses. Selling, general and 
administrative expenses as a percent of sales decreased from 21.1 % in 1997 to 20 .4% in 1998. 

Of the $14.3 million increase in operating income, excluding the nonrecurring charges, domestic operating 
income increased by $4.1 million ( 12 % ) due to increased sales volumes reflecting the acquisition of the Freetown 
fine chemicals facility and higher Mineral Products sales and, to a lesser extent, slightly higher gross margins. 
Operating income for Europe increased $14.8 million due mainly to the GhC acquisition, partially offset by the 
effect of the stronger U.S. dollar, while in the Asia-Pacific region, operating income decreased by $6.5 million 
due to lower sales volumes. Operating income for the Latin America region increased by $1.9 million (12.5%) 
due to increased sales volumes and improved margins. 

Interest expense for 1998 was $75.6 million, a $2.0 million (3%) increase over the $73.6 million recorded in 
1997, with the increase due primarily to higher average borrowings. 

Other income, net, comprises net investment income, foreign exchange gains/losses resulting from the 
revaluation of foreign currency-denominated accounts receivable and payable as a result of changes in exchange 
rates, and other nonoperating and nonrecurring items of income and expense. Other income, net, was 
$34.8 million in 1998 compared with $34.2 million in 1997, as $1.8 million lower other nonoperating and 
nonrecurring expense items were partially offset by $1.2 million lower net investment income. 

Business Segment Review 

A discussion of operating results for each of the Company's business segments follows. The Company 
operates its Specialty Chemicals business through three reportable business segments, in addition to the Mineral 
Products and Filter Products segments. See Notes 13 and 14 to Consolidated Financial Statements for additional 
business segment and geographic information. 

Persona{ Care 

The Personal Care segment provides products to the skin and hair care markets. Sales in 1998 were 
$189.4 million compared with $187.4 million in 1997, while operating income declined in 1998 to $34.7 million 
from $44.0 million in 1997. Sales volumes increased by $7.1 million in 1998, led by $4. O million in sales of new 
products. The stronger U.S. dollar adversely impacted sales by $3.1 million and, in addition, the sunscreen 
market continued to experience lower aver.age price levels in some products which offset volume improvements. 

The decline in operating income in 199 8 in the Personal Care segment was attributable to a $4. 7 million 
adverse impact of the stronger U.S. dollar, unfavorable prices in skin care products, and $6.3 million higher 
selling, general and administrative expenses. The latter was primarily the result of increased expenses for new 
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product development, development and marketing expenses related to government regulations to reduce the 
emission of volatile organic compounds (VOCs) in hairsprays to 55% levels, and, to a lesser extent, higher 
distribution costs. 

Pharmaceutical, Agricultural and Beverage ("PA B ") 

Sales for the P AB segment were $210. 6 million in 199 8 compared with $208 .4 million in 1997, while 
operating income decreased to $45.8 million in 1998 from $46.6 million in 1997. The increased sales reflected 
higher sales volumes ($2.5 million) and favorable pricing, offset by the adverse impact of the stronger U.S. dollar 
($3.7 million). The same factors impacted PAB 's operating income, with the decline in operating income 
reflecting a $6.2 million adverse impact of the stronger U.S. dollar, mostly offset by favorable pricing and 
increased sales volumes and by lower selling and distribution costs. 

The Pharmaceutical business registered another year of strong growth, driven by the increased sales volumes 
in the oral care and excipients markets. The effects of the economic slowdown in Asia were largely offset by 
higher sales in Europe, and North and South America. The growth in the oral care market came primarily through 
increased sales of the Gantrez® product line, which has applications in both toothpaste and denture adhesives. In 
the excipients market, increased revenues were generated through higher sales of Plasdones®, which are 
polymers used as a drug tablet binder. Sales for 1998 in the antiseptic area were slightly down from 1997. 

In the Agricultural business, the effects of the economic turmoil in Asia were disproportionate as customers 
in the region changed from preventive to remedial action. This unfavorably impacted the sales of Biodone and 
butenediol and the shortfalls could not be entirely offset in other parts of the world. 

In the Beverage business, the economic situation in Asia and in certain parts of Eastern Europe had an 
unfavorable impact on sales, while sales in the Latin America region continued to grow in 1998. 

Performance Chemicals, Fine Chemicals and Industrial 

The Performance Chemicals, Fine Chemicals and Industrial segment experienced a 26% increase in sales in 
1998, with sales increasing to $290.1 million from $230.0 million in 1997. Operating income improved to 
$54. 7 million, a 71 % increase over the $31. 9 mil Hon recorded in 1997, excluding the restructuring and 
impairment loss previously discussed related to the butanediol business. The sales increase primarily reflected the 
acquisition of the remaining 50% interest in GhC and the acquisition of the Freetown fine chemicals facility (see 
Note 5 to Consolidated Financial Statements), which together accounted for $74.5 million of the increase, and 
also reflected a substantial increase in the sales of pharmaceutical intermediates. The results for GhC are included 
in the Company's results on a consolidated basis from the date of acquisition, including sales of $53.0 million for 
1998. Sales for Performance Chemicals in 1998 were 3% lower than in 1997 due to weak economies in Asia and 
Eastern Europe. Pricing gains for Performance Chemicals were more than offset by the adverse impact of the 
stronger U.S. dollar. 

The higher operating income for the Performance Chemicals, Fine Chemicals and IndustriaJ segment in 
1998 was also primarily attributable to the acquisitions of GhC and the Freetown facility and to the impact of 
sales volume increases, partially offset by unfavorable pricing and lower Performance Chemicals operating 
income due to adverse impact of the stronger U.S. dollar and, to a lesser extent, unfavorable manufacturing costs. 

Mineral Products 

Sales for the Mineral Products segment in 1998 were $94.5 million, a 14% increase compared with 
$83 .1 million in 1997, while operating income improved 12 % to $20.5 million in 1998 compared with 
$17.0 million in 1997. The sales growth resulted from an $11.5 million increase in sales to an affiliate, BMCA 
(see Note 12 to Consolidated Financial Statements), resulting principally from higher volumes and slightly higher 
pricing. Sales to trade customers were flat due to consolidation in the roofing industry and plant closures at 
certain of the Company's trade customers. The Company also sold its tennis court materials business in 1998. 

The improvement in operating income in 1998 resulted from the increased sales volumes and cost 
containment controls, and, to a lesser extent, the profit from the sale of the tennis court materials business. 
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Filter Products 

Filter Products sales in 1998 were $39.3 million compared with $40.3 million in 1997, with the decrease due 
to lower sales volumes and the unfavorable effect of the stronger U.S. dollar. Operating income remained flat at 
$3.6 million in each year. 

1997 Compared With 1996 

The Company recorded income from continuing operations before extraordinary loss in 1997 of 
$54.0 million ($1.00 diluted earnings per share) compared with $60.8 million in 1996 ($1.13 diluted earnings per 
share). The lower results were attributable to $35.3 million higher interest expense, offset by a $20.9 million 
increase in other income and a $5.3 million increase in operating income. 

Sales for 1997 were $749.2 million, a 5% increase compared with $716.5 million for 1996. The sales growth 
resulted from increased sales volumes ($62.4 million), partially offset by a $25.0 million unfavorable effect from 
the stronger U.S. dollar, and primarily reflected sales increases in the Performance Chemicals, Fine Chemicals 
and Industrial segment and the PAB segment. The sales increase in 1997 reflected higher sales in the United 
States, the Asia·Pacific region and Latin America, partially offset by lower sales in Europe due primarily to the 
unfavorable effect of the stronger U.S. dollar. 

Operating income for 1997 increased by 4% to $141.3 million compared with $136.0 million for 1996. The 
increase was primarily attributable to higher operating income for the Performance Chemicals, Fine Chemicals 
and Industrial segment, and the Filter Products and PAB segments, partially offset by lower results for Personal 
Care. The higher consolidated operating income reflected the overall higher sales levels, partially offset by lower 
consolidated gross margins (down 0.5 percentage point) due to unfavorable pricing and the unfavorable effect of 
the stronger U.S. dollar, and by higher operating expenses which included a 7 .5% increase in research and 
development spending. 

Of the $5.3 million increase in operating income in 1997, domestic operating income increased by 
$13. 8 million (21 % ), due to increased sales volumes and improved margins. Operating income for Europe 
decreased by $8.7 million (16%), primarily reflecting the effect of the stronger U.S dollar, while in the Asia­
Paci fie region, operating income decreased by $1.2 million, as higher sales levels were offset by lower gross 
margins due to unfavorable pricing. Operating income from other foreign operations increased by $1.4 million. 

Interest expense was $73.6 million in 1997 compared with $38.3 million in 1996. The increase was 
attributable to the issuance in October 1996 of $325 million principal amount of 9% Senior Notes due 2003 and 
$199.9 million principal amount of 93/4% Senior Notes due 2002. 

Other income, net, comprises net investment income, foreign exchange gains/losses resulting from the 
revaluation of foreign currency-denominated accounts receivable and payable as a result of changes in exchange 
rates, and other nonoperating and nonrecurring items of income and expense. Other income, net, was 
$34.2 million in 1997 compared with $13.3 million in 1996. The increase in 1997 was due principally to 
$22.5 million higher net investment income. 

Business Segment Review 

Personal Care 

Sales for the Personal Care segment were $187.4 million in 1997 compared with $190.7 million for 1996, 
while operating income decreased to $44.0 million in 1997 from $47.6 million in 1996. The decline in sales 
resulted from the unfavorable effect of the stronger U.S. dollar ($5.8 million) and unfavorable pricing, which 
more than offset sales volume increases ($7.3 million). The skin care product line recorded double-digit volume 
growth in 1997, mainly reflecting increased sales of sunscreen and cosmetic preservative products, partially 
offset by lower pricing for sunscreens. The hair care product line showed a 6% decrease in sales for 1997. 

Operating income for the Personal Care segment decreased by 8% in 1997 compared with 1996 as a result 
of the unfavorable pricing, the adverse impact of the stronger U.S. dollar and increased marketing expenses, 
partially offset by the increased sales volumes. 
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Pharmaceutical, Agricultural and Beverage 

Sales for the PAB segment were $208.4 million in 1997, a 7% increase compared with $194.9 million for 
1996, while operating income increased 4.5% to $46.6 million in 1997 compared with $44.6 milli?n in 1996. 
Sales and operating income increases in 1997 each resulted from significant sales volume increases, partially 
offset by the unfavorable effect of the stronger U.S. dollar. 

In the Pharmaceutical business, the Company registered a strong performance in 1997, highlighted by 
substantial sales growth in the oral care and excipients markets. Sales of oral care polymers benefited from the 
U.S. rollout of Colgate's Total® toothpaste, the first toothpaste approved by the FDA to prevent gingivitis, 
plaque and cavities, and which contains one of the Company's Gantrez® polymers. Sales of the Company's 
beverage additives, consisting of the Polyclar® line of products, experienced good growth in the Latin America 
region, where sales increased more than 20%, and in the Asia-Pacific region. 

Pe,formance Chemicals, Fine Chemicals and Industrial 

Sales for the Performance Chemicals, Fine Chemicals and Industrial segment increased by 12% to 
$230.0 million in 1997 compared with $205.7 million in 1996. The sales growth was driven by a 74% increase in 
Fine Chemicals sales, mainly from new pharmaceutical products and an agricultural herbicide. Sales of 
Performance Chemicals increased by 22% in 1997 due to adoption of ISP polymers into Dye Transfer Inhibitor 
(DTI) applications and continued growth in the Digital Printing and Imaging Market. In addition, the Company's 
sales to the household, institutional and industrial cleaning markets, in which the Company's PVP polymers find 
application, increased by 30% in 1997 as a result of increased geographic penetration and new product 
applications. Sales for the Industrial business increased by 2% in 1997, reflecting increased sales volumes 
partially offset by the adverse effect of the stronger U.S. dollar and unfavorable pricing. The Industrial business 
benefited in 1997 from the continued growth of a number of its end-use markets. Butanediol sales increased 
primarily as a result of higher demand from plastics manufacturers serving the automotive industry. 

Operating income for the Performance Chemicals, Fine Chemicals and Industrial segment improved by 18% 
to $31.9 million in 1997 from $27.1 million in 1996. This improvement was attributable mainly to the Fine 
Chemicals business as a result of a favorable sales mix where higher-margin products were sold, coupled with 
favorable plant efficiencies in machine utilization and yields. Operating income in the Performance Chemicals 
business increased by 36%, reflecting the sales increases, partially offset by lower gross margins as a result of 
unfavorable pricing and the unfavorable effect of the stronger U.S. dollar. Operating income for the Industrial 
business decreased in 1997 as a resu It of unfavorable gross profit margins driven by the unfavorable pricing and 
adverse foreign exchange impact. 

Mineral Products 

Sales for the Mineral Products segment decreased by $2.5 million in 1997 to $83.1 million compared with 
$85.6 million in 1996. The decrease in sales was mainly attributable to lower sales volumes to both BMCA and 
trade customers, partially offset by favorable pricing. 

Despite lower sales levels, operating income for Mineral Products increased by $0.5 million in 1997 to 
$17 .0 million due to higher gross margins (up 1.4 percentage points) as a result of improved pricing, and lower 
operating expenses. 

Filter Products 

Sales for the Filter Products segment were $40.3 million in 1997 compared with $39.6 million in 1996, with 
the increase attributable to both improved pricing and sales volume increases, mostly offset by the unfavorable 
effect of the stronger U.S. dollar. Operating income in 1997 increased to $3.6 million from $0.2 million in 1996. 
The improvement in 1997 reflected higher sales levels and higher gross margins (up 6.2 percentage points) due 
main!y to favorable pricing. 
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Liquidity and Financlal Condition 

During 1998, the Company's net cash outflow before financing activities was $137.6 million, including 
$186.8 million of cash generated from operations, the reinvestment of $166.0 million for capital programs and 
acquisitions (see below and Note 5 to Consolidated Financial Statements), $56. l million of cash generated from a 
sale-leaseback related to an acquisition, and the use of $216.8 million of cash for net purchases of available-for­
sale and held-to-maturity securities and other short-term investments. 

Cash from operations reflected a $49.0 million cash inflow from net sales of trading securities and also 
included $8.1 million of dividends received from the GhC joint venture prior to the Company's acquisition of the 
remaining interest in GhC. Working capital increased by $5 .3 million, primarily reflecting an $11.9 million 
increase in inventories due to increased sales requirements as a result of the acquisitions made in 1998, partially 
offset by a $2.2 million increase in payables and accrued liabilities and a decrease of $2.6 million in receivables. 

Net cash provided by financing activities in 1998 totaled $141.7 million, mainly reflecting a $97.6 million 
increase in borrowings under the Company's bank revolving credit facility, $48.9 million additional short-tenn 
borrowings, and $4.0 million proceeds from the sale of the Company's accounts receivable, partially offset by 
$9.3 million of repurchases of common stock pursuant to the Company's repurchase program. The Company 
announced in September 1998 that its Board of Directors had approved the repurchase of one mil lion shares of its 
common stock and announced in March 1 999 the approval of the repurchase of an additional 1.5 million shares. 
The repurchased shares will be held for general purposes, including the issuance of shares under the Company's 
stock option plan. 

As a result of the foregoing factors, cash and cash equivalents increased by $4.l million during 1998 to 
$24.6 million, excluding $355.0 million of trading, available-for-sale and held-to-maturity securities and other 
short-term investments. 

As of December 31, 1998, the Company's current maturities of Jong-term debt, scheduled to be repaid 
during 1999, totaled $0.6 million, excluding $200 million relating to the Company's 9% Senior Notes due March 
1999. The Company repaid the 9% Senior Notes on March l, 1999 with long-term Credit Agreement (defined 
below) borrowings. In addition, the Company has received a one-year extension, to April 11, 2000, on the $38.1 
million mortgage obligation on its headquarters property. Accordingly, the 9% Senior Notes and the mortgage 
obligation are classified as long-term debt on the Consolidated Balance Sheet. 

In July 1996, the Company entered into a new five-year revolving credit facility (the "Credit Agreement") 
with a group of banks, which provides for loans of up to $400 million and letters of credit of up to $75 million 
(see Note 9 to Consolidated Financial Statements). As of December 31, 1998, loans in the amount of 
$132.6 million and letters of credit in the amount of $7.9 million were outstanding under the Credit Agreement. 

Borrowings by the Company, including those under the Credit Agreement, are subject to the application of 
certain financial covenants contained in such agreement and in the indentures relating to the 9% Senior Notes due 
2003 and 93/4% Senior Notes due 2002 (collectively, the "Notes''). As of December 31, 1998, the Company was 
in compliance with such covenants, and the application of such covenants would not have restricted the amount 
available for borrowing under the Credit Agreement. The Credit Agreement and the indentures relating to the 
Notes limit the amount of cash dividends, purchases of treasury stock, and other restricted payments (as defined) 
by the Company. See Note 9 to Consolidated Financial Statements. 

In February 1998, the Company acquired Polaroid Corporation's Freetown, Massachusetts fine chemicals 
facility. In connection with the acquisition, the Company entered into a sale-leaseback arrangement for the 
facility's equipment with a third party. The lease has been accounted for as an operating lease, with an initial 
term of four years and, at the Company's option, up to three one-year renewal periods. As part of the acquisition 
transaction, the Company entered into a long-term supply and license agreement with Polaroid for the imaging 
chemicals and polymers manufactured at the facility and used by Polaroid in its instant film business. 

Effective April 1, 1998, the Company acquired the remaining 50% interest in the GhC joint venture. As part 
of the transaction, the Company also acquired Hill's production facility that supplies GhC with its primary raw 
material, acetylene. See Note 5 to Consolidated Financial Statements. 
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On July 22, 1998, the Company filed a shelf Registration Statement on Form S-3 with the U.S. Securities 
and Exchange Commission for $1 billion of debt and equity securities. In addition to debt refinancing, the net 
proceeds of any offering, if consummated, are expected to be used for general corporate purposes. 

For information with respect to income tax.es, see Note 4 to Consolidated Financial Statements. 

Effective January 1, 1999, member states of the European Union converted to a common currency, the euro. 
The Company does not expect this conversion to have a material impact on its business, results of operations or 
financial condition. The Company is currently billing customers in euro if they so request, and this has not had an 
impact on the Company's administrative systems. 

The Company does not believe that inflation has had an effect on its results of operations during the past 
three years. However, there can be no assurance that the Company's business will not be affected by inflation in 
the future. 

The Company has received site designation from the New Jersey Hazardous Waste Facilities Siting 
Commission for the construction of a hazardous waste treatment, storage and disposal facility at its Linden, New 
Jersey property and has received approval from the New Jersey Turnpike Authority for a direct access ramp from 
the Turnpike to the site. If the Company is successful in securing the necessary permits to construct and operate 
the hazardous waste facility, the Company intends to develop and operate the facility in a separate subsidiary, 
either on its own or in a joint venture with a suitable partner. The Company estimates that the cost of constructing 
the facility will be approximately $100 million and, if approved, the facility is anticipated to be in operation three 
years after commencement of construction. The Company anticipates utilizing internally generated cash and/or 
seeking project or other independent financing for this project. Accordingly, the Company would not expect such 
facility to impact materially its liquidity or capital resources. The Company is also investigating additional 
development opportunities at this site. 

The Company, together with other companies, is a party to a variety of proceedings and lawsuits involving 
environmental matters. See Note 16 to Consolidated Financial Statements for further information. 

Market-Sensitil!e Instruments and Risk Management 

The Company's investment strategy is to seek returns in excess of money market rates on its available cash 
while minimizing market risks. There can be no assurance that the Company will be successful in implementing 
such a strategy. The Company invests primarily in international and domestic arbitrage and securities of 
companies involved in acquisition or reorganization transactions, including at times, common stock short 
positions which are offsets against Jong positions in securities which are expected, under certain circumstances, 
to be exchanged or converted into the short positions. With respect to its equity positions, the Company is 
exposed to the risk of market loss. See Note 2 to Consolidated Financial Statements. 

The Company enters into financial instruments in the ordinary course of business in order to manage its 
exposure to market fluctuations in interest rates, foreign currency rates, and on its short-term investments. The 
financial instruments the Company employs to reduce market risk include swaps, futures, forwards, and other 
hedging instruments. The financial instruments are subject to strict internal controls and their use is primarily 
confined to the hedging of the Company's debt, foreign currency exposure, and short-term investment portfolio. 
The counterparties to these financial instruments are major financial institutions with high credit standings. The 
amounts subject to credit risk are generally limited to the amounts, if any, by which the counterparties' 
obligations exceed the obligations of the Company. The Company controls credit risk through credit approvals, 
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limits and monitoring procedures. The Company does not anticipate nonperformance by counterparties to these 

instruments. 

Interest rate financial instruments ........... , ............. , ......... . 
Foreign currency financial instruments ...... , ...... , ............ , ... . 
Equity-related financial instruments .. , ............. , ..... , .......... . 

December 31, 
1997 December 31, 1998 

Notional 
Amount 

$300.0 
$151.6 
$ 

Fair Notional 
Value Amount -- ---

(Millions) 

$(3.3) $425.0 
$ 1.4 $ 90.8 
$ - $332.8 

Fair 
Value 

$(10.2) 
$ (4.4) 
$ 0 

All of the financial instruments in the above table have a maturity of less than one year, except that 
$100 million notional amount of interest rate swap agreements, with a fair value of ($4.3) million as of 
December 31, 1998, mature in 2002. 

The objectives of the Company in utilizing interest rate swap agreements are to lower funding costs, 
di versify sources of funding and manage interest rate exposure. As of December 31, 1998, the Company had 
entered into interest rate swap agreements with a notional value of $225 million in order to convert $225 million 
of its exposure to floating interest rates to fixed rates. The Company had also entered into interest rate swap 
agreements with a notional value of $200 million in order to convert the fixed rate being paid on its $200 million 
9% Senior Notes due 1999 into floating rates. The 9% Senior Notes, the $200 million notional value of fixed to 
floating interest rate swaps, and $125 million notional amount of floating to fixed interest rate swaps matured on 
March 1, 1999. By utilizing interest rate swap agreements, the Company reduced its interest expense by $2.8, 
$2.1 and $ I. 7 mi Ilion in 1996, 1997 and 1998, respectively. 

The Company enters into forward foreign exchange instruments with off-balance-sheet risk in order to 
hedge a portion of both its borrowings denominated in foreign currency and its finn or anticipated purchase 
commitments related to the operations of its foreign subsidiaries. Forward contract agreements require the 
Company and the counterparty to exchange fixed amounts of U.S. dollars for fixed amounts of foreign currency 
on specified dates. All forward contracts are in major currencies with highly liquid markets and mature within 
one year. Hedging strategies are approved by senior management before they are implemented. The Company 
does not expect the conversion to the euro currency by member states of the European Union to have a material 
impact on its use of financial instruments. 

As of December 31, 1997 and 1998, the U.S. dollar equivalent fair value of outstanding forward foreign 
exchange contracts was $151.6 and $90. 8 million, respectively, The U.S. dollar equivalent fair value of foreign 
exchange contracts outstanding as of December 31, 1997 and 199 8 entered into as a hedge of non-local currency 
intercompany loans was $24 .9 and $18 .4 million, respectively, representing 100% of the Company's foreign 
currency exposure with respect to such loans. 

As of December 31, 1998, equity-related financial instruments employed by the Company to reduce market 
risk include long contracts valued at $56. l million and short contracts valued at $276.7 million, which are 
marked-to-market each month, with unrealized gains and losses included in the results of operations. As such, 
there is no economic cost at December 31, 1998 to terminate these instruments and therefore the fair market 
value is zero. 

Year 2000 Compliance 

The Company has implemented a formal Year 2000 program (the "Year 2000 Program") to (i) address the 
inability of some of its information technology ("IT") and "non-IT" equipment that the Company believes is 
significant to its business, including certain devices with embedded technology, to accurately read and process 
certain dates, including dates in the Year 2000 and afterwards (the "Year 2000 Issues"); (ii) investigate 
Year 2000 Issues of third parties significant to the Company's business; and (iii) establish contingency plans 
where appropriate. 

The Company has completed the installation of a new Enterprise Resource Planning System ("ERP 
System") and has replaced or remediated most of its personal computers and other IT equipment that may have 
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Year 2000 Issues. Although the ERP System was implemented for purposes other than remediating Year 2000 
Issues, management believes that the ERP System is Year 2000 compliant. In this regard, the Company has 
performed Year 2000 testing of the ERP system and did not discover any major Year 2000 Issues. With respect 
to its non-IT equipment, the Company and its consultants are presently inventorying, evaluating, remediating and 
testing this equipment. The Company expects to complete its Year 2000 Program for IT and non-IT equipment 
by mid-1999. 

The Company is also requesting infonnation on the Year 2000 Issues of third parties significant to the 
Company's business. The Company is evaluating the responses from many of these entities and is requesting 
more infonnation as appropriate. Based on the information gathered from its Year 2000 Program, the Company is 
developing contingency plans to minimize the impact of Year 2000 Issues on its business. The Company expects 
to substantially complete these activities by mid-1999. 

The Company does not believe that the costs of its Year 2000 Program will be material to its financial 
position or results of operations. While the Company believes that it addressed most of its IT Year 2000 Issues by 
installing the ERP System and replacing or remediating personal computers, neither the timing nor extent of these 
activities were directly related to the Company's Year 2000 Program. The Company also has incurred outside 
costs of approximately $100,000 in connection with evaluating Year 2000 compliance of its non-IT systems. The 
Company anticipates that additional costs to remediate should approximate no more than $1.5 million in the 
aggregate. The Company expects that the source of any funds that may be necessary to pay the costs of 
addressing its Year 2000 Issues will be provided from cash balances or cash generated from operations. The 
Company intends to charge such costs against earnings as the costs are incurred. 

Management believes that it has taken reasonable steps in developing its Year 2000 Program. 
Notwithstanding these actions, there can be no assurance that all of the Company's Year 2000 Issues or those of 
its key suppliers, service providers or customers will be resolved or addressed satisfactorily before the Year 2000 
commences. Management believes that the reasonably likely "worst case scenario" resulting from Year 2000 
Issues could be the failure by the Company's key suppliers, service providers, customers and other third parties to 
address their Year 2000 Issues. If this were to occur, and there were no alternatives available to the Company, 
then the Company's usual channels of supply and distribution could be disrupted, in which event the Company 
could experience a material adverse impact on its business, results of operations or financial position. 

* * * 

Forward-looking Statements 

This Annual Report on Form 10-K contains both historical and forward-looking statements. All statements 
other than statements of historical fact are, or may be deemed to be, forward-looking statements within the 
meaning of section 2 7 A of the Securities Act of 193 3 and section 21 E of the Securities Exchange Act of 1934. 
These forward-looking statements are only predictions and generally can be identified by use of statements that 
include phrases such as "believe," "expect," "anticipate," "intend," "plan," "foresee" or other words or 
phrases of similar import. Similarly, statements that describe the Company's objectives, plans or goals also are 
forward-looking statements. The Company's operations are subject to certain risks and uncertainties that could 
cause actual results to differ materially from those contemplated by the relevant forward-looking statement. The 
forward-looking statements included herein are made only as of the date of th is Annual Report on Form 10-K and 
the Company undertakes no obligation to publicly update such forward-looking statements to reflect subsequent 
events or circumstances. No assurances can be given that projected results or events will be achieved. 
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INTERNATIONAL SPECIALTY PRODUCTS INC. 

SELECTED FINANCIAL DATA 

Set forth below are selected consolidated financial data of International Specialty Products Inc. (the 
"Company"), formerly ISP Holdings Inc. ("ISP Holdings"), and its subsidiaries. On July 15, 1998, 
International Specialty Products Inc. ( "Old ISP") merged ( the "Merger") with and into ISP Holdings. In 
connection with the Merger, ISP Holdings changed its name to International Specialty Products Inc. The financial 
information presented herein for periods prior to the Merger of Old ISP and ISP Holdings represent the results of 
the fonner ISP Holdings. Prior to January l, 1997, ISP Holdings was a wholly-owned subsidiary of GAF 
Corporation ("GAF"). On January 1, 1997, GAF effected the Separation Transactions that resulted in, among 
other things, the capital stock of ISP Holdings being distributed to the stockholders of GAF. As a result of the 
Separation Transactions, ISP ceased to be a direct or indirect subsidiary of GAF, and GAF's subsidiaries are no 
longer included in the consolidated assets and liabilities of ISP. See Note 1 to Consolidated Financial Statements. 
The results of operations and assets and liabilities of GAF's subsidiaries, as well as GAF Broadcasting Company, 
Inc. (whose assets were sold in August 1996), have been classified as "Discontinued Operations" within the 
Consolidated Financial Statements for all periods presented prior to the Separation Transactions. 

Year Ended December 31, 

1994 1995 1996 11197 1998 

(Dollars In thousands, except per share amounts) 
Operating Data: 

Net sales ........................... $ 600,047 $ 689,002 $ 716,481 $ 749,208 $ 823,938 
Gross profit ........................ 232,301 274,330 297,560 312,328 338,568 
Operating income ................... 99,245 127,096 136,024 141,304 69,755 
Interest expense ..................... 28,676 33,091 38,333 73,612 75,590 
Income from continuing operations 

before income taxes and 
extraordinary losses ............... 72,484 106,102 116,628 107,834 30,416 

Income from continuing operations 
before extraordinary losses ......... 37,112 55,069 60,836 54,005 4,812 

Net income ......................... 28,010 32,828 53,933 54,005 4,812 
Income from continuing operations per 

common share: 
Basic I I ~ I • I I I I • I < > I + I I I I I p + I I ~ I < p I p $ .69 $ 1.02 $ 1.13 $ 1.00 $ .08 
Diluted 

• • I • • • ~ I • • • > I • I I • • I > • • I • I < > I > $ .69 $ 1.02 $ 1.13 $ 1.00 $ .08 
Other Data: 

Gross profit margin ................. 38.7% 39.8% 41.5% 41.7% 41.1% 
Operating margin ................... 16.5% 18.4% 19.0% 18.9% 8.5% 
Depreciation ........................ $ 32,753 $ 35,960 $ 38,279 $ 41,877 $ 50,063 
Goodwill amortization ............... 13,400 13,223 13,200 13,294 15,025 
Capital expenditures and 

acquisitions ...................... 31,098 38,934 54,587 68,655 166,040 

December 31, 
1994 1995 1996 1997 1998 

(Thousands) 
Balance Sheet Data: 

Total working capital ................ $ 228,040 $ 290,001 $ 476,846 $ 322,080 $ 406,654 
Total assets ......................... 1,357,541 1,460,389 1,600,432 1,485,680 1,765,623 
Long-term debt less current maturities 285,397 280,254 834,284 798,762 896,095 
Stockholders' equity (deficit) ......... (15,791) (l,707) 42,653 261,841 501,723 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To International Specialty Products Inc.: 

We have audited the accompanying consolidated balance sheets of International Specialty Products Inc. (a 
Dela ware corporation) and subsidiaries as of December 31, 1997 and 1998, and the related consolidated 
statements of income, stockholders' equity and cash flows for each of the three years in the period ended 
December 31, 1998. These financial statements and the schedule referred to below are the responsibility of the 
Company's management. Our responsibility is to express an opinion on these financial statements and schedule 
based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above, appearing on pages F-13 to F-41 of this 
Form 10-K, present fairly, in all material respects, the financial position of International Specialty Products Inc. 
and subsidiaries as of December 31, 1997 and 1998, and the results of their operations and their cash flows for 
each of the three years in the period ended December 31, 1998, in conformity with generally accepted accounting 
principles. 

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a 
whole. The schedule appearing on page S-1 of this Form 10-K is presented for purposes of complying with the 
Securities and Exchange Commission's rules and is not part of the basic financial statements. This schedule has 
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our 
opinion, fairly states in aH material respects the financial data required to be set forth therein in relation to the 
basic financial statements taken as a whole. 

Roseland, New Jersey 
February 24, 1999 

ARTHUR ANDERSEN LLP 
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INTERNATIONAL SPECIALTY PRODUCTS INC, 

CONSOLIDATED STATEMENTS OF INCOME 

Year Ended December 31, 

1996 1997 ~ 

(Thousands, except per 11hare amounts) 

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $716,481 $749,208 $823,938 

Costs and expenses: 
Cost of products sold .......................................... . 
Selling, general and administrative ... , ............... , .......... . 
Provision for restructuring and impainnent Joss ....... , ....... , .. . 
Merger-related expenses .................... , .................. . 
Goodwill amortization ....... , ....................... , ....... , .. 

Total costs and expenses .................................... . 

Operating income ..................... , ......................... . 
Interest expense ................................................. . 
Equity in earnings of joint venture ................................ . 
Other income, net .............. , ....................... , ........ . 

Income from continuing operations before income taxes and 
extraordinary loss ............................................. . 

Income taxes ................................................... . 
Minority interest in income of subsidiary .......................... . 

Income from continuing operations before extraordinary loss ........ . 

Discontinued operations: 
Loss from discontinued operations, net of income taxes .......... . 
Gain on sale of discontinued operation, net of income taxes of 

$30,648 .................................................... . 

Income from discontinued operations ......................... , .... . 

Income before extraordinary Joss .... , ............................ . 
Extraordinary loss, net of income tax benefits of $17,275 ........... . 

Net income ..................................................... . 

Earnings per common share: 
Basic: 

Income from continuing operations ............................ 
Income from discontinued operations • I • I I • I I > • • ~ I • , • , , • , , , , , > , 

Extraordinary loss ••'••I•• I I• I• I I I•>••••,,,,,,•, 1 •, < > 1 + 1 1 1 1 < • 

Net income .................................................. 

Diluted: 
Income from continuing operations ............................ 
Income from discontinued operations •I<> I• I I•••••••••••< p I I I I• 

Extraordinary loss • I I ~ • • • • • • • • • p I • I I 4 I • • I ~ • , , , , p p , p I , I I I • • ~ I , 

Net income .................................................. 

Weighted average number of common and common e<juivalent shares 
outstanding: 
Basic ·················~··~······~···············~~············ 
Diluted 

P I • I I • ' ' • • P I • 4 • > I • I • • • • • • p I ~ I < I I • • • • • • p p ~ ~ I I • , I , • • • , ~ I < p 

418,921 
148,336 

13,200 

580,457 

136,024 
(38,333) 

5,604 
13,333 

116,628 
(42,079) 
(13,713) 

60,836 

( 19,590) 

43,637 

24,047 

84,883 
(30,950) 

$ 53,933 

$ 1.13 
.45 

(.58) 

$ 1.00 

$ 1.13 
.45 

(.58) 

$ I.00 

53,833 

53,833 

436,880 
157,730 

13,294 

607,904 

141,304 
(73,612) 

5,909 
34,233 

107,834 
(39, 137) 
(14,692) 

54,005 

54,005 

$ 54,005 

$ 1.00 

$ 1.00 

$ 1.00 

$ 1.00 

53,833 

53,833 

485,370 
167,953 
73,049 
12,786 
15,025 

754,183 

69,755 
(75,590) 

1,455 
34,796 

30,416 
(15,325) 
(10,279) 

4,812 

4,812 

$ 4,812 

$ .08 

$ .08 

$ .08 

$ .08 

60,971 

61,278 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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INTERNATIONAL SPECIALTY PRODUCTS INC. 

CONSOLIDATED BALANCE SHEETS 
December 31, 

1997 1998 
(Thousands) 

ASSETS 

Current Assets: 
Cash and cash equivalents ................................................. . 
Investments in trading securities ............................................ . 
Investments in available-for-sale securities ................................... . 

$ 20,495 $ 24,638 
67,493 67,333 

140,812 233,625 
Investments in held-to-maturity securities .................................... . 311 12,287 
Other short-term investments ............................................... . 26,682 41,708 
Accounts receivable, trade, less reserve of $2,724 and $2,789 ................. . 67,077 82,227 
Accounts receivable, other ................................................. . 25,288 21,748 
Receivable from related parties, net ......................................... . 4,124 7,769 

Inventories ..................... , .......... · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · · ll9,910 138,888 
Other current assets ....................................................... . 16,773 19,624 

Total CWTent Assets .................................................... . 489,415 649,847 

Property, plant and equipment, net ............................................ . 518,922 553,195 
Excess of cost over net assets of businesses acquired, net of accumulated 

amortization of $118,319 and $133,344 ...................................... . 409,886 526,928 
Other assets ............................................. · · · · · · . - · · · - · · · · · · · · · 67,457 35,653 

Total Assets ....................................... - · · · · · · · · , · ..... - · · · · · · · · · $1,485,680 $1,765,623 

LIABILITIES AND STOCKHOLDERS' EQUITY 
Current Liabilities: 

Short-term debt ........................................................... . $ 39,076 $ 87,937 
Current maturities of long-term debt ........................................ . 684 583 
Accounts payable ......................................................... . 46,283 61,722 
Accrued liabilities ......................................................... . 74,092 84,534 
Income taxes ............................................................. . 7,200 8,417 

Total Current Liabilities ................................................. . 167,335 243,193 

Long-term debt less current maturities ......................................... . 798,762 896,095 

Deferred income taxes ....................................................... . 67,918 60,282 

Other liabilities .............................................................. . 63,493 64,330 

Minority interest in subsidiary ................................................ . 126,331 

Commitments and Contingencies .............................................. . 
Stockholders' Equity: 

Preferred stock, $.01 par value per share; 20,000,000 shares authorized; no shares 
issued .................................................................. . 

Common stock, $.01 par value per share; 300,000,000 shares authorized; 
53,833,333 and 69,546,456 shares issued ................................. .. 538 695 

Additional paid-in capital .................................................. . 212,413 489,285 
Treasury stock, at cost-735, 744 shares ..................................... . (8,388) 
Retained earnings ......................................................... . 40,080 44,892 
Accumulated other comprehensive income (loss) ............................. . 8,810 (24,761) 

Total Stockholders' Equity ............................................... . 261,841 501,723 
Total Liabilities and Stockholders' Equity .......................... , ........... . $1,485,680 $1,765,623 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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INTERNATIONAL SPECIALTY PRODUCTS INC. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year Ended December 31, 

Cash and cash equivalents, beginning of year ....................... . 

Cash provided by operating activities: 
Net income .................................................... . 
Adjustments to reconcile net income to net cash provided by 

operating activities: 
Income from discontinued operations ........................ . 
Extraordinary loss ......................................... . 
Provision for restructuring and impairment loss ............... . 
Depreciation .............................................. . 
Goodwill amortization ..................................... . 
Deferred income taxes ..................................... . 

(Increase) decrease in working capital items ...................... . 
Purchases of trading securities ................................... . 
Proceeds from sales of trading securities ......................... . 
Decrease in other assets ........................................ . 
Increase (decrease) in other liabilities ............................ . 
Change in net receivable from/payable to affiliates ................ . 
Change in cumulative translation adjustment ...................... . 
Change in minority interest in subsidiary ......................... . 
Other, net ..................................................... . 

Net cash provided by operating activities ........................... . 

Cash used in investing activities: 
Capital expenditures and acquisitions ............................ . 
Proceeds from sale-leaseback transaction ......................... . 
Proceeds from sale of assets .................................... . 
Proceeds from sale of discontinued operation ..................... . 
Other cash used in discontinued operations ....................... . 
Purchases of available-for-sale securities ......................... . 
Purchases of held-to-maturity securities .......................... . 
Purchases of other short-term investments ........................ . 
Proceeds from sales of available-for-sale securities ................ . 
Proceeds from held-to-maturity securities ......................... . 

Net cash used in investing activities ............................... . 

Cash provided by (used in) financing activities: 
Proceeds from sale of accounts receivable ........................ . 
Increase (decrease) in short-tenn debt . _ .......................... . 
Proceeds from issuance of long-tenn debt ........................ . 
Tender Offer of G-I Holdings Discount Notes .................... . 
Repurchase of Discount Notes by G-I Holdings ................... . 
Increase (decrease) in borrowings under revolving credit facility .... . 
Other increase (decrease) in long-term debt, net ................... . 
Decrease in loans from affiliate ................................. . 
Financing fees and expenses .................................... . 
Repurchases of common stock .................................. . 
Subsidiary's repurchases of common stock ....................... . 
D' 'd d d d' 'b ' 1v1 en s an 1str1 utions to parent company .................... . 
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1996 1997 1998 

$ 14,080 

53,933 

(24,097) 
30,950 

38,279 
13,200 
(2,494) 
2,532 

(43,236) 
47,901 

385 
(31) 

(14,665) 
(6,943) 
12,360 

(561) 

107,563 

(54,587) 

89,464 
(84,655) 

(339,472) 
( 14,331) 
(16,550) 
301,851 

16,972 

(101,308) 

2,000 
(14,249) 
324,093 

(376,345) 
178,861 
29,625 

543 
(117,834) 

(8,642) 

(15,134) 
(68,049) 

(fhousands) 

$ 17,938 

54,005 

41,877 
13,294 
28,570 

(18,925) 
(196,513) 
119,864 

2,200 
9,702 
1,112 

(6,238) 
13,552 
(7,967) 

54,533 

(68,655) 

(301,207) 
( 1,623) 

344,408 
3,289 

(23,788) 

16,794 

(35,425) 
(153) 

(790) 

(10,240) 

$ 20,495 

4,812 

73,049 
50,063 
15,025 
(6,816) 
(5,310) 

(223,062) 
272,027 

3,129 
135 

(3,645) 
2,975 
9,730 

(5,281) 

186,831 

(166,040) 
56,050 

2,400 

(671,842) 
(12,287) 
(10,000) 
477,014 

311 

(324,394) 

4,000 
48,861 

97,600 
(643) 

(174) 
(9,326) 
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INTERNATIONAL SPECIAL TY PRODUCTS INC. 

CONSOLIDATED ST A TEMENTS OF CASH FLOWS-(Continued) 

Capital contribution from parent company .... , , , ......... , .. · ·. · · · 
Other, net .............. , .............................. , ....... . 

Net cash provided by (used in) financing activities .......... , ....... . 

Net change in cash and cash equivalents ........................... . 

Cash and cash equivalents, end of year ............................. . 

Supplemental Cash Flow Infonnation: 
Effect on cash from (increase) decrease in working capital items"': 

Accounts receivable .......................... , ............... . 
Inventories .................................. , ....... , ...... · , 
Other current assets .................................. , ....... . 
Accounts payable .................................... , ....... . 
Accrued liabilities ........................... , ............... . 
Income taxes ................................ , ....... , ....... , 

Net effect on cash from (increase) decrease in working capital items .. . 

Ca.sh paid during the period for: 
Interest (net of amount capitalized) ............... , .............. . 
Income taxes paid (refunded) (including taxes paid pursuant to the 

Tax Sharing Agreement) ...................................... . 

Acquisition of remaining 50% interest in GAF-Hills Chemie GmbH 
joint venture, net of $23,732 cash acquired"'*: 
Fair market value of assets acquired ........................... . 
Purchase price of acquisition .................................. . 

Liabilities assumed ..... , , ...... , ....... , ........ , ....... , .... . 

$ 

$ 

$ 

$ 

Year Ended December 31, 

1996 1997 
(Tbou&ands) 

61,558 
1,176 1,626 

(2,397) (28, 188) 

3,858 2,557 

17,938 $ 20,495 

(8,884) $ (12,655) 
(575) (11,137) 
(967) (2,547) 

1,712 3,694 
11,511 4,989 

(265) (1,269) 

2,532 $ (18,925) 

33,583 $ 71,512 

61,701 ( 1,755) 

1998 

1,388 

141,706 

4,143 

$ 24,638 

$ 2,581 
(11,894) 

778 
8,985 

(6,755) 
995 

$ (5,310) 

$ 76,615 

22,109 

$ 48,003 
23,381 

$ 24,622 

"' Working capital items exclude cash and cash equivalents, short-tenn investments, short-tenn debt and 
payables to and receivables from related parties. Working capital acquired in connection with acquisitions is 
reflected within ' 'Capital expenditures and acquisitions. ' ' The effects of reclassifications between noncurrent 
and current assets and liabilities are excluded from the amounts shown above. In addition, the increase in 
accounts receivable shown above does not reflect the cash proceeds from the sale of the Company's domestic 
trade accounts receivable (see Note 6); such proceeds are reflected in cash from financing activities. As 
discussed in Note 9, in October 1996, the Company issued $199.9 million of its 9 3/4% Senior Notes due 
2002 in a noncash exchange offer for G-1 Holdings' Series B 10% Senior Notes due 2006. 

"'* The Company had a 50% equity interest in the cash held by the joint venture prior to the acquisition, which 
was classified within Other Assets on the Consolidated Balance Sheet. 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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INTERNATIONAL SPECIALTY PRODUCTS INC. 

CONSOLIDATED ST A TEMENTS OF STOCKHOLDERS' EQUITY 

Balance, December 31, 1995 ................................. . 
Comprehensive income, year ended December 31, 1996: 

Net income ........................................... . 

Other comprehensive income, net of tax: 
Unrealized holding gains, net of income taxes of $4,193 .......... . 
Less: Reclassification adjustment for gains included in net income, net 

of income taxes of $3,048 . . . . . . . . . . . . . . . . . . . . ........ , . 

Unrealized gains on available-for-sale securities ................ . 
Translation adjustment ................................ . 
Minimum pension liability adjustment ................ , ... . 

Comprehensive income . . . . . ................... . 

Dividends and distributions to parent company ........ , ..... , .. . 
Capital contribution from parent company ..................... . 
Reclassification to additional paid-in capital of the excess of pllrChase price 

over the adjusted historical cost of predecessor company shares .. 
Effect of exercises of subsidiary' s stock options . . . . . . . . . . . 
Effect of subsidiary's issuances of stock and options as incentives 

Balance, December 31, 1996... . ............. , , .. , .. , . 
Comprehensive income, year ended December 31, 1997: 

Net income ........................ , .. , , . , . . . . , .. , .. . 

Other comprehensive income, net of tax: 
Unrealized holding gains, net of income taxes of $7,849 ...... . 
Less: Reclassification adjustment for gains included in net income, net 

of income taxes of $4,781 ........................... . 

Unrealized gains on available-for-sale securities ...... , .... , , .. 
Translation adjustment ........ . 
Effect of Separation Tnansactions on components of accumulated other 

comprehensive income (loss). 
Minimum pension liability adjustment 

Comprehensive income ................ . 

Effect of Separation Transactions . . . . . . . . . . . . . . ....... . 
Effect of purchases of treasury stock .......................... . 
Effect of exercises of subsidiary' s stock options . . . . . . . . . . . . . . . . . 
Effect of snbsidiary' s issuances of stock and options as incentives .. 

Balance, December 31, 1997 .. . . ..... , . , ..... , , . , .. , , .. , ... 
Comprehensive income (loss), year ended December 31, 1998: 

Net income . . . . . . . . . . . ......... , . , . , , .. , , .... , , .. . 
Other comprehensive income (loss), net of tax: 

Unrealized holding losses, net of income tax benefit of $600 ...... . 
Less: Reclassification adjustment for gains included in net income, net 

of income taxes of $13,322 , .......................... . 

Unrealized losses on available-for-sale securities ... , ........... . 
Translation adjustment. . . . . . .............. , .. , , . , , .. 
Effect of the Merger on components of accllmulated other 

comprehensive income (loss) .................. , .. , , .. , ...... . 
Minimum pension liabiHty adjustment .......................... . 

Comprehensive income (loss) ..................................... . 

Repnrchase11 of common stock of ISP Holdings ...................... . 
Effect of the Merger ..... , .. , . , , . , , ...................... , .. , , ... . 
Repurcb.ases of common stock-816,300 shares . , . , .................. . 
Issuances under stock option plau-80,556 shares .......... , ...... , ... . 
Bxces s of proceeds over cost of treasury stock is sued . . . . . . . . . . . . . . . . . . 
Effect of exercises of s nbsidiary' s stock options . . . . . . . . . . , . . , . . . , . . . . . 
Effect of issuances of stock options as incentives , . . , . . . . . . . . . . . . . . . . . . 

Balance, December 31, 1998 ... , ................ , , , , ................ . 

Capital 
Stock arul 
Additional Treasury 

Pald·In Stack 
Capital at Cost 

$ 56,342 $ 

61,683 

(72,605) 
717 
289 

$ 46,426 $ 

165,840 
(1,851) 
1,945 

591 

$212,951 $ 

(1,312) 
275,982 1,312 

(9,326) 
938 

1,570 
(2,019) 

~ 
$489,980 $(8,388) 
:=::::-= 

Accumulated 
Other 

Comprehen!llve 
Income (Loss) 

Retained 
Earnings 

(Accumulated 
Deficit) 

(Thouli8nds) 
$ 14,556 $ 

6,293 

~ 
1,332 

(6,943) 
1,207 

$ 10,152 

16,467 

10,834 

5,633 
(6,238) 

(155) 
(582) 

$ 8,810 

(5,546) 

26,782 

(32,328) 
2,975 

(196) 
(4,022) 

$(24,761) 

53,933 

(67,858) 

$(13,925) 

54,005 

$ 40,080 

4,812 

$ 44,892 

Comprehensive 
Income (Loss) 

$ 53,933 

6,293 

4,961 

1,332 
(6,943) 
1,207 

$ 49,529 

$ 54,005 

16,467 

10,834 

5,633 
(6,238) 

(155) 
~) 

$ 52,663 

$ 4,812 

(5,546) 

26,782 

(32,328) 
2,975 

(196) 
(4,022) 

$(28,759) 

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements. 
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INTERNATIONAL SPECIALTY PRODUCTS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note 1. Formation of the Company and Merger of International Specialty Products Inc. into ISP 
Holdings Inc. 

On July 15, 1998, International Specialty Products Inc. ("Old ISP") merged (the "Merger") with and into 
ISP Holdings Inc. ("ISP Holdings"). In connection with the Merger, ISP Holdings changed its name to 
International Specialty Products Inc. (the "Company"). In the Merger, each outstanding share of Old ISP's 
common stock, other than those held by ISP Holdings, was converted into one share of common stock of the 
Company, and the outstanding shares of ISP Holdings' common stock were converted into an aggregate of 
53,833,333 shares (or approximately 78%) of the outstanding shares of common stock of the Company. The 
financial statements presented herein for periods prior to the Merger represent the results of the former ISP 
Holdings. 

As a result of the Merger, the Company incurred $12.8 million of charges against operating income in 1998, 
consisting of a $7.9 million charge in connection with the termination of ISP Holdings' stock appreciation rights 
and preferred stock option programs, a $2.6 million charge related to purchase accounting adjustments and 
$2.2 million of other expenses relating to investment banking, legal and other fees. 

Prior to January 1, 1997, ISP Holdings was a wholly-owned subsidiary of GAF Corporation ("GAF"). ISP 
Holdings was formed on August 6, 1996 and 10 shares of its common stock were issued to GAF in exchange for 
all of the capital stock of G-I Holdings Inc. (' 'G-I Holdings''), which resulted in G-I Holdings becoming a direct 
wholly-owned subsidiary of ISP Holdings. 

The accompanying Consolidated Financial Statements have been prepared on a basis which retroactively 
reflects the formation of ISP Holdings, as discussed above, for all periods presented. The net income for each 
period presented up to the date ISP Holdings was formed has been reflected as dividends and/or distributions to 
GAF. 

On January 1, 1997, GAF effected a series of transactions (the "Separation Transactions") that resulted in, 
among other things, the capital stock of ISP Holdings being distributed to the stockholders of GAF. As a result of 
such distribution, ISP Holdings and Old ISP are no longer direct or indirect subsidiaries of GAF. Conversely, the 
assets and liabilities of the other wholly-owned subsidiaries of G-I Holdings, including Building Materials 
Corporation of America ("BMCA"), U.S. Intec, Inc. ("U.S. Intec"), and GAF Fiberglass Corporation 
("GFC"), are no longer included in the consolidated assets and liabilities of the Company. 

Accordingly, the results of operations and assets and liabilities of G-1 Holdings, BMCA, U.S. lntec and 
GFC, as well as GAF Broadcasting Company, Inc. (whose assets were sold in August 1996), have been classified 
as ''Discontinued Operations'' within the financial statements for all periods presented prior to the Separation 
Transactions. 

The Company is engaged principally in the manufacture and sale of a wide range of specialty chemicals, 
mineral products and filter products. See Notes 13 and 14 for a description of and financial information relating 
to the Company's business segments and foreign and domestic operations. 

See Note 15 for infonnation related to discontinued operations. 

Note 2. Summary of Significant Accounting Policies 

Principles of Consolidation 

All subsidiaries are consolidated and intercompany transactions have been eliminated. 

Financial Statement Estimates 

The preparation of financial statements in confonnity with generally accepted accounting principles requires 
management to make certain estimates. Actual results could differ from those estimates. In the opinion of 
management, the financial statements herein contain all adjustments necessary to present fairly the financial 
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INTERNATIONAL SPECIALTY PRODUCTS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

Note 2. Summary of Significant Accounting Policies-{Cootinued) 

position and the results of operations and cash flows of the Company for the periods presented. The Company has 
a policy to review the recoverability of long-lived assets and identify and measure any potential impairments. The 
Company does not anticipate any changes in management estimates that would have a material impact on 
operations, liquidity or capital resources. 

Short·term Investments 

For securities classified as ''trading'' (including short positions), unrealized gains and losses are reflected in 
income. For securities classified as "available-for-sale," unrealized gains and losses, net of income tax effect, 
are included in a separate component of stockholders' equity, "Accumulated other comprehensive income 
(loss)," and amounted to $8.0 and $(24.0) million as of December 31, 1997 and 1998, respectively. Investments 
classified as "held-to-maturity" securities are carried at amortized cost in the Consolidated Balance Sheets. 

Incl oded in "Investments in available-for-sale securities" at December 31, 1998 is a $136.3 million 
investment (based on market value) in Life Technologies, Inc. Such investment represents approximately 15% of 
the total outstanding common stock of Life Technologies, Inc. 

"Other income, net," includes $20.7, $46.7 and $43.2 million of net realized and unrealized gains on 
securities in 1996, 1997 and 1998, respectively. The determination of cost in computing realized gains and losses 
is based on the specific identification method. 

As of December 31, 1997 and 1998, the market value of the Company's equity securities held long was 
$207 .0 and $320. 7 million, respectively, and the Company had $29 .5 and $82.4 million, respectively, of short 
positions in common stocks, based on market value. As of December 31, 1997 and 1998, the market value of the 
Company's held-to-maturity securities was $0.3 and $12.3 million, respectively. The Company enters into 
equity-related financial instruments with off-balance-sheet risk as a means to manage its exposure to market 
fluctuations on its short-term investments. As of December 31, 1998, the value of equity·related short contracts 
was $276.7 million, while the value of equity-related long contracts was $56.1 million, both of which are 
marked-to-market each month, with unrealized gains and losses included in the results of operations. The market 
values referred to above are based on quotations as reported by various stock exchanges and major broker­
dealers. With respect to its investments in securities, the Company is exposed to the risk of market loss. 

"Other short-term investments" are investments in limited partnerships which are accounted for by the 
equity method. Gains and losses are reflected in "Other income, net." Liquidation of partnership interests 
generally require a 30 to 45 day notice period. 

Cash and cash equivalents include cash on deposit and debt securities purchased with original maturities of 
three months or Jess. 

Inventories 

Inventories are stated at the lower of cost or market. The LIFO (last-in, first-out) method is utilized to 
determine cost for a substantial portion of the Company's domestic inventories. All other inventories are 
determined principally based on the FIFO (first-in, first-out) method. 

Property, Plant and Equipment 

Property, plant and equipment is stated at cost less accumulated depreciation. Depreciation is computed 
principally on the straight-line method based on the estimated economic lives of the assets. The Company uses an 
economic life of 10-20 years for land improvements, 40 years for buildings, and 3-20 years for machinery and 
equipment, which includes furniture and fixtures. Certain interest charges are capitalized during the period of 
construction as part of the cost of property, plant and equipment. 
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Note 2. Summary of Significant Accounting Policies-(Continued) 

Foreign Exchange Contracts 

The Company enters into forward foreign exchange instruments with off-balance-sheet risk in order to 
hedge a portion of both its borrowings denominated in foreign currency and its firm or anticipated purchase 
commitments related to the operations of foreign subsidiaries. Gains and losses on instruments used to hedge firm 
purchase commitments are deferred, and amortization is included in the measurement of the foreign currency 
transactions hedged. Gains and losses on instruments used to hedge anticipated purchases are recognized within 
''Other income, net.' ' 

Forward contract agreements require the Company and the counterparty to exchange fixed amounts of U.S. 
dollars for fixed amounts of foreign currency on specified dates. The market value of such contracts varies with 
changes in the market exchange rates. The Company is exposed to credit loss in the event of nonperformance by 
the counterparties to the forward contract agreements. However, the Company does not anticipate 
nonperformance by the counterparties. The Company does not generally require collateral or other security to 
support these financial instruments. 

As of December 31, 1997 and 1998, the U.S. dollar equivalent fair value of outstanding forward foreign 
exchange contracts was $151.6 and $90.8 million, respectively, and the amount of net unrealized gains (losses) 
on such instruments was $1.4 and ($4.4) million at December 31, 1997 and 1998, respectively. All forward 
contracts are in major currencies with highly liquid markets and mature within one year. The Company uses 
quoted market prices obtained from major financial institutions to determine the market value of its outstanding 
forward exchange contracts. In addition, the U.S. dollar equivalent fair value of foreign exchange contracts 
outstanding as of December 31, 1997 and 1998 entered into as a hedge of non-local currency intercompany loans 
was $24.9 and $18.4 million, respectively, representing 100% of the Company's foreign currency exposure with 
respect to such loans. 

The Company continually monitors its risk from the effects of foreign currency fluctuations on its operations 
and on the derivative products used to hedge its risk. The Company utilizes real-time, on-line foreign exchange 
data and news as well as evaluation of economic information provided by financial institutions. Mark-to-market 
valuations are made on a regular basis. Hedging strategies are approved by senior management before being 
implemented. 

Foreign Currency Translation 

Assets and liabilities of foreign subsidiaries, other than those located in highly inflationary countries, are 
translated at year-end exchange rates. The effects of these translation adjustments are reported in a separate 
component of stockholders' equity, "Accumulated other comprehensive income (loss)," and amounted to $1.4 
and $4.0 million as of December 31, 1997 and 1998, respectively. Income and expenses are translated at average 
exchange rates prevailing during the year. Exchange gains and losses arising from transactions denominated in a 
currency other than the functional currency of the entity involved, and translation adjustments of subsidiaries in 
countries with highly inflationary economies, are included in "Other income, net". 

Excess of Cost Over Net Assets of Businesses Acquired (''Goodwill'') 

Goodwill, which arose principally from the 1989 management-led buyout (the "Acquisition") of the 
predecessor company to the Company's former parent company, GAF, and as a result of the Merger (see Note 1), 
is amortized on the straight-line method over a period of approximately 40 years. The Company believes that the 
goodwill is recoverable. To determine if goodwill is recoverable, the Company compares the net carrying amount 
to undiscounted projected cash flows of the underlying businesses to which the goodwill pertains. If goodwill is 
not recoverable, the Company would record an impairment based on the difference between the net carrying 
amount and fair value. 
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Note 2. Summary of Significant Accounting Policies-(Continued) 

Debt Issuance Costs 

Debt issuance costs are amortized to expense over the life of the related debt. 

Interest Rate Swaps 

Gains (losses) on interest rate swap agreements ("swaps") are deferred and amortized as a reduction 
(increase) of interest expense over the remaining life of the debt issue with respect to which the swaps were 
entered. 

Research and Development 

Research and development costs are charged to operations as incurred and amounted to $25.4, $27.3 and 
$26.3 million for 1996, 1997 and 1998, respectively. 

Earnings per Common Share 

In February 1997, the Financial Accounting Standards Board (the ''PASB'') issued Statement of Financial 
Accounting Standards (''SPAS'') No. 128, ''Earnings per Share'', which requires the Company to present Basic 
Earnings per Share and Diluted Earnings per Share. Earnings per share data for all periods prior to the Merger are 
calculated based on the 5 3, 833,3 33 shares of the Company's common stock held by ISP Holdings' stockholders. 
For periods subsequent to the Merger, "Basic Earnings per Share" are calculated based on the total weighted 
average number of shares of the Company's common stock outstanding during the period. ' 'Di! uted Earnings per 
Share" for periods subsequent to the Merger give effect to all potential dilutive common shares outstanding 
during the period under the Company's 1991 Incentive Plan for Key Employees and Directors (see Note 11). 

Investment in Joint Venture 

Prior to April 1, 1998, the Company had a 50% equity ownership in GAF-Hills Chemie GmbH ("GhC"), a 
joint venture which operated a chemical manufacturing plant in Germany, and was accounted for by the equity 
method. Effective April 1, 1998, the Company acquired the remaining 50% interest in GhC (see Note 5). The 
Company's equity in the net assets of GhC was $34.3 million as of December 31, 1997, and is included in 
"Other assets." Dividends received by the Company from GhC totaled $5. 7, $6.3 and $8 .1 million for 1996, 
1997 and 1998, respectively. 

Environmental Liability 

The Company, together with other companies, is a party to a variety of proceedings and lawsuits involving 
environmental matters. The Company estimates that its liability in respect of such environmental matters, and 
certain other environmental compliance expenses, as of December 31, 1998, is $20.0 million, before reduction 
for insurance recoveries reflected on its balance sheet of $10.7 million. The Company's liability is reflected on an 
undiscounted basis. See Note 16 for further discussion with respect to environmental liabilities and estimated 
insurance recoveries. 

Accumulated Other Comprehensive Income (Loss) 

In June 1997, the FASB issued SPAS No. 130, "Reporting Comprehensive Income," which establishes 
standards for reporting comprehensive income and its components in annual and interim financial statements. 
The Company adopted SPAS No. 130 as of January l, 1998 and has reclassified financial statements for earlier 
periods. In the Company's case, comprehensive income includes net income, unrealized gains and losses from 
investments in available-for-sale securities, net of income tax effect, foreign currency translation adjustments, 
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Note 2. Summary of Significant Accounting Policies-(Continued) 

and minimum pension liability adjustments. The Company has chosen to disclose Comprehensive Income in the 
Consolidated Statements of Stockholders' Equity. 

Changes in the components of "Accumulated other comprehensive income (loss)" for the years 1996, 1997 
and 1998 are as follows: 

Balance, December 31, 1995 ............. . 
Change for the year 1996 ............ , ... . 

Balance, December 31, 1996 ............. . 
Change for the year 1997 ................ . 

Balance, December 31, 1997 ............. . 
Change for the year 1998 ................ . 

Balance, December 31, 1998 ............. . 

New Accounting Standard 

Unrealiud 
Gains {Losses) 
on Available­

for-Sale 
Securities 

$ 1,750 
1,332 

$ 3,082 
4,925 

$ 8,007 
(32,044) 

$(24,037) 

Cumulative 
FOl'cign Minimum 

Currency Pension 
Translation Liability 
Adjustment AdjUlltment 

(lboUllands) 

$14,096 $( 1,290) 
(6,943) 1,207 

$ 7 ,153 $ (83) 
(5,768) (499) 

$ 1,385 
2,606 

$ 3,991 

$ (582) 
(4,133) 

$(4,715) 

Accumulated 
Other 

Comprehensive 
Income (Loss) 

$ 14,556 
(4,404) 

$ 10,152 
(l,342) 

$ 8,810 
(33,571) 

$(24,761) 

In June 1998, the PASB issued SPAS No. 133, "Accounting for Derivative Instruments and Hedging 
Activities." SPAS No. 133 establishes accounting and reporting standards requiring that every derivative 
instrument be recorded in the balance sheet as either an asset or liability measured at its fair value. SPAS No. 133 
requires that changes in the derivative's fair value be recognized currently in earnings unless specific hedge 
accounting criteria are met. Special accounting for qualifying hedges allows a derivative's gains and losses to 
offset related results on the hedged item in the income statement. 

SPAS No. 133 is effective for fiscal years beginning after June 15, 1999, but may be adopted earlier. The 
Company has not yet determined the effect of adoption of SFAS No. 133 and has not determined the timing or 
method of adoption of the statement. Adoption of SPAS No. 133 could increase volatility in earnings and other 
comprehensive income. 

Note 3. Provision for Restructuring and Impairment Loss 

The Company announced in January 1999 that it was shutting down its butanediol production unit at its 
Calvert City, Kentucky manufacturing facility. The decision to shut down this production unit, the Company's 
highest-cost butanediol production, resulted from significant adverse changes in the butanediol market and the 
Company's acquisition of the remaining 50% interest in GhC (see Note 5). Accordingly, the Company recorded a 
one-time restructuring charge against aperating income of $42.7 million, as detailed below. 

In conjunction with the decision to shut down the butanediol production unit in Calvert City, the Company 
also reviewed its butanediol production assets at its Texas City and Seadrift, Texas manufacturing facilities to 
determine if the carrying amount of such assets was recoverable. As a result of determining that the expected 
undiscounted cash flows of the assets is less than their carrying amount, the Company recognized an impairment 
loss of $16.6 million to write down these assets to fair value. 

Prior to acquiring the remaining 50% interest in GhC, the Company intended to acquire or develop a 
European manufacturing facility to meet the needs of the Company's European business. Costs incurred in 
previous years for this project totaled $10.7 million and were included in "Construction in progress" at 
December 31, 1997. Such costs represented site evaluation, engineering, infrastructure and future technology. 
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Note 3. Provision for Restructuring and Impairment Loss-(Continued) 

Based on the Company's decision to discontinue this project as no longer needed as a result of the adverse 
changes in the buumediol market and the GhC acquisition, these costs are no longer recoverable and were written 
off in the fourth quarter of 1998. 

In the third quarter of 1998, the Company reserved $3.0 million for the consolidation of offices in its 
European operations, consisting of $0.5 million for severance related to 52 terminated employees in the sales and 
marketing, finance and accounting, and the supply chain departments, $1.7 million for lease obligations and 
$0.8 million for the relocation of headquarters operations and other related expenses. As of December 31, 1998, 
this accrual had a remaining balance of $1.8 million. 

Following is a detail of the $73.0 million provision for restructuring and impairment loss: 

(Millions) 

Write-off of Calvert City production assets . . . . . . . . . . . . . . . . . . . . . . . . . $22. l 
Impairment loss on Texas City and Seadrift assets . . . . . . . . . . . . . . . . . . 16.6 
Write.off of goodwill related to the butanediol business . . . . . . . . . . . . . 13.1 
Write-off of fixed asset costs related to the terminated European 

expansion project.............................................. 10.7 
Accrual for decommissioning, demolition and remediation costs...... 4.7 
Accrual for severance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.9 
Accrual for costs related to termination of raw material contracts and 

other related costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.9 
Accrual for consolidation of European offices . . . . . . . . . . . . . . . . . . . . . . 3.0 

Total provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $73.0 

Of the total $70.0 million provision recorded in the fourth quarter of 1998, $7.S million represents cash costs 
to be incurred, mainly in 1999, including severance costs of $0.9 million for 41 terminated employees who were 
operators and supervisors in the butanediol production unit that was shut down. As a result of the write-off of 
property, plant and equipment and goodwill, the Company estimates that its depreciation expense will be lowered 
by approximately $4.5 million per year and that goodwill amortization will be lowered by approximately 
$0.4 million per year. 

Note 4. Income Taxes 

Income tax (provision) benefit for continuing operations consists of the following: 

Year Ended December 31, 

1996 1997 1998 
(Thousands} 

Federal: 
Current .................................................. . 
Deferred ................................................. . 

$(35,743) $ (2,957) $ (815) 
2,071 (27,832) 6,598 

Total Federal .......................................... . (33,672) (30,789) 5,783 
Foreign.current ............................................. . (6,648) (5,394) (19,919) 
State and local: 

Current .................................................. . 
Deferred ..................................... , ....... , ... . 

(2,182) (2,216) (1,407) 
423 (738) 218 

Total state and local .................................... . (1,759) (2,954) ~1,189) 
Income tax provision ........................................ . $(42,079) $(39,137) $( 15,325) 
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The differences between the income tax provision computed by applying the statutory Federal income tax 
rate to pre-tax income, and the income tax provision reflected in the Consolidated Statements of Income are as 
follows: 

Year Ended December 31, 

1996 1997 1998 
{Thousands) 

Statutory tax provision ...................................... . $(40,820) $(37,742) $(10,646) 

Impact of: 
1,848 2,541 1,916 Foreign operations ...................................... , .. 

State and local taxes, net of Federal benefits ................ . (1,143) (1,920) (774) 

Nondeductible goodwill amortization ....................... . (4,620) (4,611) (9,858) 

Percentage depletion ...................................... . 
Other, net ........................................ , ....... . 

1,668 1,680 1,929 
988 915 2,108 

Income tax provision , .............. , ....... , ................ . $(42,079) $(39, 137) $(15,325) 

The components of the net deferred tax liability are as follows: 
December 31, 

1997 1998 
{Thousands) 

Deferred tax liabilities related to: 
Property, plant and equipment ............................... . $ 93,603 $ 95,776 
Other ................................................... , .. 2,201 

Total deferred tax liabilities .................... , .............. . 95,804 95,776 

Deferred tax assets related to: 
Expenses not yet deducted for tax purposes ................... . (13,558) (12,323) 
Deferred income ............................ , ....... , ...... . (11,092) (499) 
Foreign tax credits not yet utilized under the Tax Sharing 

Agreement ....................................... , ...... . (4,341) 
Carryover AMT and R&D credits .... , ...................... . (7,802) 
Other ....... , ...... , ............... , ........ , ............. . (5,749) (25,222) 

Total deferred tax assets ...................................... . (34,740) (45,846) 

Net deferred tax liability ................ , ..................... . 61,064 49,930 
Deferred tax assets reclassified to other current assets ........... . 6,854 10,352 

Noncurrent deferred tax liability ............................... . $ 67,918 $ 60,282 

The Company was a party to tax sharing agreements with members of the GAF consolidated group (the 
"GAF Group"). As a result of the Separation Transactions, the Company is no longer included in the 
consolidated Federal income tax returns of GAF, and therefore, such tax sharing agreements are no longer 
applicable with respect to the tax liabilities of the Company for periods subsequent to the Separation 
Transactions. The Company remains obligated, however, with respect to tax liabilities imposed or that may be 
imposed for periods prior to the Separation Transactions. Among other things, those tax sharing agreements 
provide for the sharing of the GAF Group's consolidated tax liability based on each member's share of the tax as 
if such member filed on a separate basis. Accordingly, a payment of tax would be made to GAF equal to the 
Company's allocable share of the GAF Group's consolidated tax liability. Alternatively, the Company would be 
entitled to refunds if losses or other attributes reduce the GAF Group's consolidated tax liability. Moreover, 
foreign tax credits generated by the Company not utilized by GAF will be refunded by GAF or its subsidiary to 
the Company, if such credits expire unutilized upon termination of the statute of limitations for the year of 
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expiration. Furthermore, those tax sharing agreements provide for an indemnification to the Company for any tax 
liability attributable to another member of the GAF Group. 

On September 15, 1997, GAF received a notice from the IRS of a deficiency in the amount of $84.4 million 
(after taking into account the use of net operating losses and foreign tax credits otherwise available for use in 
later years) in connection with the formation in 1990 of Rhone-Poulenc Surfactants and Specialties, L.P. (the 
''surfactants partnership''), a partnership in which GFC, a subsidiary of GAF, holds an in teresL The claim of the 
IRS for interest and penalties, after taking into account the effect on the use of net operating losses and foreign 
tax credits, could result in GAF incurring liabilities significantly in excess of the deferred tax liability of $131.4 
million that it recorded in 1990 in connection with this matter. GAF has advised the Company that it believes that 
it will prevail in this matter, although there can be no assurance in this regard. The Company believes that the 
ultimate disposition of this matter will not have a material adverse effect on its business, financial position or 
results of operations. GAF, G-I Holdings and certain subsidiaries of GAF have agreed to jointly and severally 
indemnify the Company against any tax liability associated with the surfactants partnership, which the Company 
would be severally liable for, together with GAF and several current and former subsidiaries of GAF, should 
GAF be unable to satisfy such liability. 

Note S. Acquisitions 

Effective April 1, 1998, the Company acquired the remaining 50% interest in GhC, its joint venture with 
HUis AG. GhC consists of a manufacturing facility that produces primarily butanediol and tetrahydrofuran. As 
part of the transaction, the Company also acquired Hills' production facility that supplies GhC with acetylene, its 
primary raw material. The results of GhC are included in the Company's financial statements on a consolidated 
basis from the date of acquisition, including sales of $53.0 million for 1998. 

In February 1998, the Company acquired Polaroid Corporation's Freetown, Massachusetts fine chemicals 
facility. In connection with the acquisition, the Company entered into a sale-leaseback arrangement for the 
facility's equipment with a third party. The lease has been accounted for as an operating lease, with an initial 
term of four years and, at the Company's option, up to three one-year renewal periods. As part of the acquisition 
transaction, the Company entered into a long-term supply and license agreement with Polaroid for the imaging 
chemicals and polymers manufactured at the facility and used by Polaroid in its instant film business. The results 
of the Freetown facility are included in the Company's financial statements from the date of acquisition and were 
not material to 1998 operations. 

Note 6. Sale of Accounts Receivable 

In June 1993 the Company sold its domestic trade accounts receivable, without recourse, for a maximum of 
$25 million in cash to be made available to the Company based on eligible domestic receivables outstanding from 
time to time. The agreement under which the Company sells its domestic trade accounts receivable was renewed 
each year through 1998 for one-year periods on substantially the same tenns and conditions, and the maximum 
purchase amount was increased in January 1998 to provide for up to $33 million in cash. In January 1999, the 
agreement was extended for a six-month period through June 1999. The excess of accounts receivable sold over 
the net proceeds received is included in "Accounts receivable, other." The effective cost to the Company varies 
with LIBOR or commercial paper rates and is included in "Other income, net" and amounted to $1.6, $1.8 and 
$1.8 million in 1996, 1997 and 1998, respectively. 
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Note 7. Inventories 

At December 31, 1997 and 1998, $52.0 and $61.8 million, respectively, of domestic inventories were valued 
using the LIFO method. Inventories comprise the following: 

Finished goods .............................................. . 
Work in process ............................................. . 
Raw materials and supplies ................................... . 

Total ..................................................... . 
Less LIFO reserve ........................................... . 

Inventories .................................................. . 

Note 8. Property, Plant and Equipment 

Property, plant and equipment comprises the following: 

Land and land improvements ................................ . 
Buildings and building equipment. .... , ...................... . 
Machinery and equipment .... , .............................. . 
Construction in progress .................................... . 

Total ............... , .................................... . 
Less accumulated depreciation ............................... . 

Property, plant and equipment, net ........................... . 

See Note 16 for information regarding capital leases. 

Note 9. Long-term Debt and Lines of Credit 

Long-term debt comprises the following: 

9% Senior Notes due 2003 ..... , ................ , ............ . 
93/4% Senior Notes due 2002 ................................. . 
9% Senior Notes due 1999 ................................... . 
Borrowings under revolving credit facility ..................... . 
Obligation on mortgaged property, due 1999 ................... . 
Obligations under capital leases (Note 16) ..................... . 
Other ....................................................... . 

Total long-term debt ....................................... . 
Less current maturities ....................................... . 

Long-term debt less current maturities ......................... . 
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December 31, 

1997 1998 
(Thou.sands) 

$ 84,912 $ 87,241 
20,088 24,862 
18,408 30,065 

123,408 142,168 
(3,498) (3,280) 

$119,910 $138,888 

December 31, 

1997 1998 
(Thousands) 

$ 72,944 $ 74,057 
87,574 90,530 

509,196 499,160 
65,651 96,875 

735,365 760,622 
(216,443) (207,427) 

$ 518,922 $ 553,195 

December 31, 

1997 1998 
(Thou.sands) 

$324,249 $324,378 
199,871 199,871 
200,000 200,000 

35,000 132,600 
38,125 38,125 

1,939 1,317 
262 387 ---

799,446 896,678 
_ _.(6_8_4.) (583) 

$798,762 $896,095 
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In October 1996, the Company issued $325 million principal amount of 9% Senior Notes due 2003 (the 
"9% Senior Notes"). The net cash proceeds of $317.2 million were utilized to consummate a cash tender offer 
(the "Tender Offer") for all of the Senior Discount Notes and Series B Senior Discount Notes due 1998 (the 
"Discount Notes") of G-1 Holdings. 

In October 1996, the Company consummated an offer to exchange (the ''Exchange Offer") $1,000 principal 
amount of 93/4% Senior Notes due 2002 (the "93/4% Senior Notes") for each $1,000 principal amount of G-1 
Holdings' Series B 10% Senior Notes due 2006 (the "10% Notes"). Pursuant to the Exchange Offer, an 
aggregate amount of $199.9 million of 93/4% Senior Notes were issued to the former holders of the 10% Notes. 

See Note 15 for additional information. 

Holders of the 9% Senior Notes and the 93/4% Senior Notes (collectively, the "Notes") have the right to 
require the Company to purchase the Notes at a price of 10 l % of their principal amount, and the Company has 
the right to redeem the Notes at their principal amount plus the Applicable Premium (as defined), together with 
any accrued and unpaid interest, in the event of a Change of Control (as defined). Under the indentures relating to 
the Notes, the incurrence of additional debt and the issuance of preferred stock by the Company would be 
restricted unless, subject to certain exceptions, the ratio of consolidated income before income taxes, interest, 
depreciation and amortization expense to the consolidated interest expense (as defined) for the most recently 
completed four fiscal quarters is at least 2 to 1. For the four quarters ended December 31, 1998, the Company 
was in compliance with such test. 

In connection with the issuance of the 9% Senior Notes due March 1999 (the "9% Notes"), the Company 
entered into interest rate swap agreements (' 'swaps") with banks in an aggregate notional principal amount of 
$200 million. In 1993, the Company terminated the swaps, resulting in gains of $25.1 million, and entered into 
new swaps. The gains were deferred and are being amortized as a reduction of interest expense over the 
remaining life of the 9% Notes. As a result of the new swaps, the effective interest cost to the Company of the 
9% Notes varies at a fixed spread over LIBOR. During 1997, the Company entered into five-year swaps with 
banks in the aggregate notional principal amount of $100 million in order to fix a portion of its interest expense 
and reduce its exposure to floating interest rates. These swaps require the Company to pay a fixed rate and 
receive LIBOR for a period of five years. In 1998, the Company entered into forward.starting swaps in the 
aggregate notional principal amount of $125 million in order to convert $125 million of its exposure to floating 
interest rates to fixed rates. As of Dec em her 31, 1998, such swaps had a maturity of March 1, 1999. Based on the 
fair value of all of the aforementioned swaps at December 31, 1997 and 1998, the Company would have incurred 
losses of $3.3 and $10.2 million, respectively, representing the estimated amount that would be payable by the 
Company if the swaps were terminated at such dates. 

The Company may be considered to be at risk, to the extent of the costs of replacing such swaps at current 
market rates, in the event of nonperformance by counterparties. However, since the counterparties are major 
financial institutions, the credit ratings of which are continually monitored by the Company, the risk of such 
nonperfonnance is considered by the Company to be remote. 

In July 1996, the Company entered into a new five-year revolving credit facility (the ''Credit Agreement'') 
with a group of banks, which provides for loans of up to $400 million and letters of credit of up to $75 million. 
Borrowings under the Credit Agreement bear interest at a floating rate (6.23% on December 31, 1998) based on 
the banks' base rate, federal funds rate, Eurodollar rate or a competitive bid rate (which may be based on LIBOR 
or money market rates), at the option of the Company. As of December 31, 1998, letters of credit in the amount 
of $7.9 million were outstanding under the Credit Agreement. 

The Company has a $38.l million mortgage obligation, due April 1999, on its headquarters property. 
Interest on the mortgage is at a floating rate based on LIBOR. See Note 17. 
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Note 9, Long-term Debt and Llnes of Credit-(Continued) 

Borrowings by the Company, including those under the Credit Agreement, are subject to the application of 
certain financial covenants contained in such agreement and in the indentures relating to the Notes. As of 
December 31, 1998, the Company was in compliance with such covenants, and the application of such covenants 
would not have restricted the amount available for borrowing under the Credit Agreement. The Credit Agreement 
and the indentures relating to the Notes also limit the amount of cash dividends, purchases of treasury stock, and 
other restricted payments (as defined) by the Company. As of December 31, 1998, under the most restrictive of 
such limitations, the Company could have paid dividends and other restricted payments of up to $56.6 million. 

The Credit Agreement and the indentures relating to the Notes contain additional affirmative and negative 
covenants, including restrictions on liens, investments, transactions with affiliates, sale-leaseback transactions, 
and mergers and transfers of a!l or substantially all of the assets of the Company or its subsidiaries. The Credit 
Agreement also provides for a default if there is a change in control (as defined) of the Company. 

The Company believes that the fair value of its non-public variable rate indebtedness approximates the book 
value of such indebtedness because the interest rates on such indebtedness are at floating short-term rates. The 
Credit Agreement also provides for adjustments to the interest rate if there is a change in the credit rating of the 
Company. With respect to the Company's publicly traded debt securities, the Company has obtained estimates of 
fair values from an independent source believed to be reliable. The estimated fair value of the 9% Senior Notes as 
of December 31, 1997 and 1998 was $335 .8 and $341.4 mi Ilion, respectively, and the estimated fair value of the 
93/4% Senior Notes as of December 31, 1997 and 1998 was $211.1 and $212.4 million, respectively. The 
estimated fair value of the 9% Notes as of December 31, 1997 and 1998 was $205.5 and $201.0 million, 
respectively. 

The aggregate maturities of long-term debt as of December 31, 1998 for the next five years are as follows: 

(Thowands) 

1999 ............ , ................ , ............... , .. 
2000 ............................................... . 
2001 ............................................... . 
2002 ............................................... . 
2003 ............................................... . 

$ 583 
415 

132,946 
200,040 
324,416 

In the above table, 1999 maturities exclude the $200 million of 9% Notes due March 1, 1999 and the 
$38 .1 million mortgage obligation ( see Note 17). Maturi ties in 2001 include the $13 2.6 million of borrowings 
outstanding under the Credit Agreement as of December 31, 1998, based on the expiration of the Credit 
Agreement in July 2001. Maturities in 2002 include the $199.9 million of 93/4% Senior Notes. Maturities in 2003 
include the $324.4 million of 9% Senior Notes, based on their accreted value as of December 31, 1998. 

At December 31, 1998, the Company's foreign subsidiaries had total available short-term Jines of credit 
aggregating $26.9 million, of which $14.6 million were unused. The weighted average interest rate on the 
Company's short-term borrowings as of December 31, 1997 and 1998 was 5.7% and 5.5%, respectively. 

F-28 

G-1 EPA0010698 



INTERNATIONAL SPECIAL TY PRODUCTS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Contlnued) 

Note 10. Benefit Plans 

Eligible, full-time employees of the Company are covered by various benefit plans, as described below. 

Defined Contribution Plan 

The Company provides a defined contribution plan for eligible employees. The Company contributes up to 
7% of participants' compensation (any portion of which can be contributed, at the participants' option, in the 
form of the Company's common stock at a $.50 per share discount from the market price on the date of 
contribution), and also contributes fixed amounts, ranging from $50 to $750 per year depending on age, to the 
accounts of participants who are not covered by a Company-provided postretirement medical benefit plan. The 
aggregate contributions by the Company were $6.4, $7.0 and $8.0 million for 1996, 1997 and 1998, respectively. 

Defined Benefit Plans 

The Company provides a noncontributory defined benefit retirement plan for certain hourly employees (the 
' 'Hourly Retirement Plan''). Benefits under this plan are based on stated amounts for each year of service. The 
Company's funding policy is consistent with the mini mum funding requirements of BRISA. 

The Company's net periodic pension cost (income) for the Hourly Retirement Plan included the following 
components: 

Service cost ........................................... . 
Interest cost ........................................... . 
Expected return on plan assets .......................... . 
Amortization of unrecognized prior service cost .......... . 

Net periodic pension cost (income) ..................... . 

Year Ended December 31, 

1996 1997 1998 

$ 315 
l,439 

(1,733) 
174 

$ 195 

(Thousands) 

$ 284 
l,481 

(2,152) 
174 

$ (213) 

$ 313 
1,586 

(2,366) 
174 

$ (293) 

The following tables set forth, for the years 1997 and 1998, reconciliations of the beginning and ending 
balances of the benefit obligation, fair value of plan assets, funded status, amounts recognized in the 
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NOTES TO CONSOLIDATED F1NANCIAL STATEMENTS-(Continued) 

Note 10. Benefit Plans-(Continued) 

Consolidated Balance Sheets and changes in Accumulated Other Comprehensive Income (Loss) related to the 

Hourly Retirement Plan: 

Change in benefit obligation: 
Benefit obligation at beginning of year .................... , ... . 
Service cost .................... , ........ , ....... , , , , , , , , , , , , 
Interest cost ............................. , ........... , . , , , , . , 
Actuarial losses .. , .......................................... . 
Benefits paid ............................................... . 

Benefit obligation at end of year .. , .......................... . 

Change in plan assets: 
Fair value of plan assets at beginning of year .................. . 
Actual return on plan assets .................................. . 
Employer contributions ............................ , ......... . 
Benefits paid ..... , ....................... , ................. . 

Fair value of plan assets at end of year ..................... , .. 

Reconciliation of funded status: 
Funded status ............................................... . 
Unrecognized prior service cost .............................. . 
Unrecognized actuarial losses ................................ . 

Net amount recognized in Consolidated Balance Sheets. , ....... . 

Amounts recognized in Consolidated Balance Sheets: 
Accrued benefit cost ......................................... . 
Intangible asset ............................................. . 
Accumulated other comprehensive (income) loss ............... . 

Net amount recognized ................ , ....... , ............. . 

Change for the year in accumulated other comprehensive (income) 
loss: 
Change in intangible asset ................................... . 
Change in additional minimum liability ....................... . 

Total .................................... , ....... , .......... . 

December 31, 
1997 1998 

(Thousands) 

$20,031 $21,718 
284 313 

1,481 1,586 
755 1,298 

(833) (900) 

21,718 24,015 

19,076 21,426 
1,833 (358) 
1,350 840 
(833) (900) 

21,426 21,008 

(292) (3,007) 
1,409 1,235 

693 4,716 

$ 1,810 $ 2,944 

$ (292) $ (3,007) 
1,409 1,235 

693 4,716 

$ 1,810 $ 2,944 

$ (207) $ 174 
901 3,849 ---

$ 693 $ 4,023 

In determining the projected benefit obligation, the weighted average assumed discount rate was 7.25% and 
7% for 1997 and 1998, respectively. The expected long-term rate of return on assets, used in determining net 
periodic pension cost (income), was 11 % for 1997 and 1998. 

The Company also provides a nonqualified defined benefit retirement plan for certain key employees. 
Expense accrued for this plan was $0.6, $0.6 and $1.0 million for 1996, 1997 and 1998, respectively. 

Postretirement Medical and Life Insurance 

The Company generally does not provide postretirement medical and life insurance benefits, although it 
subsidizes such benefits for certain employees and certain retirees. Such subsidies were reduced or ended as of 
January l, 1997. 
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NOTES to CONSOLIDATED FINANCIAL ST ATEMENTS-(Cootinued) 

Note 10. Benefit Plans-(Continued) 

The net periodic postretirement benefit cost included the following components: 

Service cost ...................................... · .... · · · · · · . - · · · · · · 
Interest cost ................................... , . · · ... · · · · · · · · · , · · · · · 
Amortization of unrecognized prior service cost ....................... . 

Net periodic postretirement benefit cost ............................... . 

Yeat Ended December 31, 
1996 1997 1998 

{Thousands) 

$ 4 $ 4 $ 
805 752 

__Q,2) (179) 

6 
619 

(179) 

$ 770 $ 577 $ 446 

The follbwing table sets forth, for the years 1997 and 1998, reconciliations of the beginning and ending 
balances of the postretirement benefit obligation, funded status and amounts recognized in the Consolidated 
Balance Sheets related to postretirement medical and life insurance benefits: 

Change in benefit obligation: 
Benefit obligation at beginning of year ....................... . 
Service cost ............................................... . 
Interest cost ............................................... . 
Actuarial (gains) losses ..................................... . 
Benefits paid .............................................. . 

Benefit obligation at end of year ............................ . 

Change in plan assets: 
Fair value of plan assets at beginning of year ................. . 
Employer contributions ..................................... . 
Benefits paid .............................................. . 

Fair value of plan assets at end of year ...................... . 

Reconciliation of funded status: 
Funded status .............................................. . 
Unrecognized prior service cost ............................. . 
Unrecognized actuarial losses ............................... . 

Net amount recognized in Consolidated Balance Sheets as 

Deeember Jl, 

11197 1!1118 

(TbOW1ands) 

$ 10,205 
4 

752 
214 

(851) 

10,324 

851 
(851) 

(10,324) 
(1,333) 
1,153 

$ 10,324 
6 

619 
(968) 
(732) 

9,249 

732 
(732) 

(9,249) 
(l,154) 

185 

accrued benefit cost....................................... $(10,504) $(10,218) 

For purposes of calculating the accumulated postretirement benefit obligation, the following assumptions 
were made. Retirees as of December 31, 1998 who were formerly salaried employees (with certain exceptions) 
were assumed to receive a Company subsidy of $700 to $1,000 per year. For retirees over age 65, this subsidy 
may be replaced by participation in a managed care program. With respect to retirees who were formerly hourly 
employees, most such retirees are subject to a $5,000 per person lifetime maximum benefit. Subject to such 
lifetime maximum, a 12% and 6% annual rate of increase in the Company's per capita cost of providing 
postretirement medical benefits was assumed for 1998 for such retirees under and over age 65, respectively. To 
the extent that the lifetime maximum benefits have not been reached, the foregoing rates were assumed to 
decrease gradually to an ultimate rate of 7% and 6%, respectively, by the year 2003 and remain at that level 
thereafter. The weighted average assumed discount rate used in determining the accumulated postretirement 
benefit obligation was 7.25% and 7% for 1997 and 1998, respectively. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

Note 10. Benefit Plans-(Continued) 

The health care cost trend rate assumption has an effect on the amounts reported. To illustrate, increasing the 
assumed health care cost trend rates by one percentage point in each year would increase the accumulated 
postretirement benefit obligation as of December 31, 1997 and 1998 by $416,000 and $419,000, respectively, and 
the aggregate of the service and interest cost components of the net periodic postretirement benefit cost for the 
years 1997 and 1998 by $34,000 and $30,000, respectively. A decrease of one percentage point in each year 
would decrease the accumulated postretirement benefit obligation as of December 3 l , 1998 by $3 73,000 and the 
aggregate of the service and interest cost components of the net periodic postretirement benefit cost for the year 
1998 by $27 ,000. 

Note 11, Stock Option Plans and Stock Appreciation Rights 

The 1991 Incentive Plan for Key Employees and Directors, as amended (the "Plan"), authorizes the grant 
of options to purchase a maximum of 9,000,000 shares of the Company's common stock. The Compensation 
Committee of the Board of Directors (the "Committee") determines the exercise price and vesting schedule of 
options granted under the Plan. In 1996, 1997 and 1998, the Company granted options to certain employees to 
purchase 3 38 ,645, 264,344 and 2,029,301 shares, respectively, of the Company's common stock at exercise 
prices ranging from $.625 to $5.625 below the fair market value of such shares on the date of grant. The 
difference between the exercise price and the fair market value of such shares on the date of grant is recognized 
as compensation expense over the vesting periods of 2112 to 3 years. Compensation expense for such options was 
$0.3, $0. 7 and $1.9 million in 1996, 1997 and 1998, respectively. All other employee options granted under the 
Plan have a term of nine years, have an exercise price equal to the fair market value of such shares on the date of 
grant and become exercisable at a rate determined by the Committee at the time of grant. Special vesting rules 
apply to options granted to non-employee directors. 

The Company has elected the disclosure-only provisions of SPAS No. 123, ''Accounting for Stock-Based 
Compensation," and applies APB Opinion No. 25 and related interpretations in accounting for the Plan. If the 
Company had elected to recognize compensation cost based on the fair value of awards under the Plan at grant 
dates, the Company's pro forma net income for the years 1996, 1997 and 1998 would have been $5 3. 2, $51.8 and 
$2.2 million, respectively, and pro forma basic earnings per share would have been $.99, $.96 and $.04, 
respectively. The SPAS No. 123 method of accounting has not been applied to options granted prior to January I, 
1995, and the resulting pro forma compensation expense may not be indicative of pro forma expense in future 
years. 

The fair value of the Company's stock options used to compute proforma net income and earnings per share 
is the estimated present value at the date of grant using the Black-Scholes option-pricing model with the 
following weighted-average assumptions: risk-free interest rate of 6%; expected life of 6 years; expected 
volatility of 24%; and dividend yield of 0%. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTs-{Continued) 

Note 11. Stock Option Plans and Stock Appreciation Rights-(Continued) 

The following is a summary of transactions pertaining to the Plan: 

Vear Ended Vear Ended 
December 31, 1996 December 31, 1997 

Weighted Weighted 
Average Average 

Shares Exercise Shares Exercise 
(000'11) Price (OOO's) Price 

Outstanding, January l ............ 3,277 $ 7.86 5,014 $ 9.32 

Granted ................. , ........ 2,110 11.31 515 11.99 

Exercised ........................ (113) 6.90 (306) 8.08 

Forfeited ......................... t260) 8.17 (490) 9.37 

Outstanding, December 31 ......... 5,014 9.32 4,733 9.68 

Options exercisable, December 31 ... 1,140 8.45 1,294 8.37 

Vear Ended 
December 31, 1998 

Weighted 
Average 

Shares Exercise 
(OOO's) Price 

4,733 $ 9.68 
3,117 15.05 
(351) 7.70 
(510) 11.19 

6,989 12.06 

2,190 10.63 

Based on calculations using the Black-Scholes option-pricing model, the weighted-average fair value of 
options granted in 1996, 1997 and 1998 under the Plan for which the exercise price equaled the fair market value 
of such shares on the date of grant was $3 .50, $4.17 and $4.40 per share, respectively, and such weighted average 
fair value of options granted in 1996, 1997 and 1998 for which the exercise price was less than the fair market 
value of such shares on the date of grant was $5.99, $7.93 and $6.42 per share, respectively. 

The following is a summary of the status of stock options outstanding and exercisable under the Plan as of 
December 31, 1998: 

Stock Options 
Outstandlllg Stock Options 

Weighted Outstanding 

Weighted Average Weighted 
Average Remaining Average 

Range of Shares Exercise Contractual Shares Exercise 
Exercise Prices (OOO's) Price ure (OOO's) Price 

$ 5.00-$ 7.50 ............................ 1,250 $ 6.71 4.04 years 890 $ 6.63 
$ 7.51-$11.25 ............................ 1,198 9.28 5.68 years 340 8.88 
$11.26-$16.88 ............................ 4,485 14.21 7.67 years 960 14.96 
$16.89-$18.63 ............................ 56 18.33 8.45 years 

Total • I • I • I I > I • I I ~ I < I • I I > I < > I • I I • • I • I • I I • 6,989 12.06 6.69 years 2,190 10.63 

ISP Holdings issued options in 1996 to certain employees to purchase 138,983 shares of ISP Holdings' 
redeemable convertible preferred stock (' 'Preferred Stock' '), exercisable at a price of $111.44 per share. Each 
share of Preferred Stock was convertible, at the holder's option, into shares of common stock of ISP Holdings at 
a formula price based on the sum of the determined initial Book Value (as defined) plus interest on such Book 
Value at a specified rate. The options vested over seven years, subject to earlier vesting under certain 
circumstances including in connection with a change of control. 

ISP Holdings also issued stock appreciation rights ("SARs") in 1996 related to 27,748 shares of ISP 
Holdings' common stock. The SARs represented the right to receive a cash payment based upon the appreciation 
in value of the specified number of shares of common stock of ISP Holdings over the sum of the determined 
initial Book Value (as defined) per share of common stock of ISP Holdings plus interest on such Book Value at a 
specified rate. The SARs vested over a five-year period, subject to earlier vesting under certain circumstances 
including in connection with a change of control. Compensation expense related to SARs was $0 for 1996 and 
$1.3 million for 1997. 
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NOTES TO CONSOLIDATED FINANCIAL STA TEMENTS-(Continued) 

Note 11. Stock Option Plans and Stock Appreciation Rights-(Contlnued) 

As a result of the Merger (see Note 1), ISP Holdings' Preferred Stock option and SAR programs were 
terminated, and the Company charged $7.9 million against operating income for cash payments made in 1998 for 
amounts vested at that time. Additional accruals totaling $3.l million may be made over the remaining vesting 
period from the date of the Merger through 2003, including $0.8 million accrued in 1998 after the Merger. 

Note 12. Related Party Transactions 

BMCA, an indirect subsidiary of GAF and an affiliate of the Company, and its subsidiaries purchase all of 
their colored roofing granules requirements from the Company (except for the requirements of their California 
and Oregon roofing plants and a portion of their Indiana roofing plant, which are supplied by a third party) under 
a requirements contract. Effective January 1, 1999, this contract was amended to cover, among other things, 
purchases of colored roofing granules by BMCA's subsidiaries and was renewed for 1999. This contract is 
subject to annual renewal unless terminated by either party to such agreement. In 1998, BMCA and its 
subsidiaries purchased a total of $62.6 million of mineral products from the Company, representing 7.6% of the 
Company's total net sales and 66.2% of the Company's net sales of mineral products. Sales by the Company to 
BMCA and its subsidiaries totaled $50.5 and $51. l mi Ilion for 1996 and 1997, respectively. The receivable from 
BMCA and its subsidiaries for sales of mineral products as of December 31, 1997 and 1998 was $2. 8 and 
$5.6 million, respectively. 

Pursuant to a management agreement ( the "Management Agreement" ), the Company has provided certain 
general management, administrative, legal, telecommunications, information and facilities services to certain of 
its affiliates, including GAF, BMCA, G-I Holdings and GFC. Charges by the Company for providing such 
services aggregated $6.2, $5 .6 and $5 .1 mill ion for 1996, 1997 and 1998, respectively, and are reflected as 
reductions of '' Se[ljng, general and administrative' ' expense. Such charges consist of management fees and other 
reimbursable expenses attributable to, or incurred by the Company for the benefit of, the respective parties, which 
are based on an estimate of the costs the Company incurs to provide such services. Effective January 1, 1999, the 
term of the Management Agreement was extended through the end of 1999, and the management fees payable by 
BMCA thereunder were increased. The Company and BMCA also allocate a portion of the management fees 
payable by BMCA under the Management Agreement to separate lease payments for the use of BMCA 's 
headquarters. Based on the services provided by the Company in 1998 under the Management Agreement, the 
aggregate amount payable to the Company under the Management Agreement for 1999 is expected to be 
approximately $6.1 mil I ion. 

Note 13, Business Segment Information 

The Company has adopted SFAS No. 131, "Disclosures about Segments of an Enterprise and Related 
Information," which establishes standards for companies to report information about operating segments in 
annual financial statements, based on the approach that management utilizes to organize the segments within the 
Company for management reporting and decision making. Business segment and geographic disclosures (see 
Note 14) for prior periods have been restated to comply with SFAS No. 131. 

The Company is a leading multinational manufacturer of a broad spectrum of specialty chemicals, mineral 
products and filter products. In addition to the Mineral Products and Filter Products segments, the Company 
operates its Specialty Chemicals business through three reportable business segments, organized based upon the 
markets for their products and the internal management of the Company, as follows: 

Personal Care products serve as critical ingredients in the formulation of many well-known skin care, hair 
care, toiletry and cosmetic products. Skin care ingredients include sunscreen actives, waterproofing agents, 
preservatives, emollients and moisturizers. Hair care ingredients include a number of specially formulated 
fixative resins for hairsprays, mousses and gels, as well as thickeners and stabilizers for shampoos and 
conditioners. 

F-34 

G-1 EPA0010704 



INTERNATIONAL SPECIAL TY PRODUCTS INC. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-{Continued) 

Note 13. Business Segment Information-(Contlnued) 

Pharmaceutical, Agricultural and Beverage products are sold to these three government-regulated 
industries. In the pharmaceutical market, the Company's products serve as key ingredients in prescription and 
over-the-counter tablets, injectables, cough syrups, antiseptics, toothpastes and denture adhesives. The Company 
is a leading producer of inert ingredients for the agricultural industry, where the Company's solvents and 
polymers are used for the formulation of safer and more effective crop treatment products. The Company's 
specialty polymers serve the beverage market by assuring the clarity and extending the shelf life of beer, wine 
and fruit juices. 

Peiformance Chemicals, Fine Chemicals and Industrial. The Company's Performance Chemicals business 
includes acety Jene-based polymers, vinyl ether monomers, and advanced materials for industrial applications. 
The Company's acetylene-based chemistry produces a number of performance polymers for use in a wide range 
of industrial markets including coatings, adhesives, imaging, detergents, electronics, and metalworking. The 
Company manufactures a broad range of Fine Chemicals including bulk pharmaceuticals, pharmaceutical 
intermediates, and pheromones for use in insect population measurement and control. The Company's Industrial 
business markets several intermediate and solvent products, such as butanediol, tetrahydrofuran (THF) and N­
methyl pyrrolidone (NMP), which are sold primarily to industrial markets for use in high performance plastics, 
lubricating oil and chemical processing, electronics cleaning, and coatings. 

Mineral Products. The Company manufactures ceramic-coated colored roofing granules that are sold 
primarily to the North American roofing industry for use in the production of asphalt roofing shingles. 

Filter Products. The Company manufactures a complete line of filter systems for use in the macroscopic 
filtration of process liquids. Serving primarily the paint, automotive, chemical, pharmaceutical, petroleum, and 
food and beverage industries, the Company is a global supplier of pressure-rated bag filtration equipment. 

The following segment data are presented based on the Company's internal management reporting system 
for the five reportable business segments. The Company evaluates segment performance based on operating 
income. Therefore, the measure of profit or loss that is reported to management for each segment is operating 
income. Interest expense, other income items, income taxes and extraordinary items are not allocated to the 
business segments for management reporting. At this time, the Company's internal management reporting system 
does not report assets by segment for the three specialty chemicals reportable segments (Personal Care; 
Pharmaceutical, Agricultural and Beverage; and Performance Chemicals, Fine Chemicals and Industrial), as 
many of the Company's plant assets are utilized by several of the segments. Therefore, the following asset­
related segment data are presented only for Specialty Chemicals, Mineral Products and Filter Products. 
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Note 13. Business Segment Information-(Continu.ed) 

Sales of Mineral Products to BHCA and its subsidiaries in 1996, 1997 and 1998 accounted for 59.0%, 
61.5% and 66.2 % , respectively, of the Company's net sales of Mineral Products, representing 7.1 %, 6. 8% and 
7.6%, respectively, of the Company's total net sales. No other customer accounted for more than 5% of the 
Company's total net sales in 1996, 1997 or 1998. 

Net sales: 
Personal Care ............................... , ...................... . 
Pharmaceutical, Agricultural and Beverage ........................... . 
Perfonnance Chemicals, Fine Chemicals and Industrial ................ . 

Total Specialty Chemicals ......... , ....... , ...................... . 
Mineral Products(I) ................................................ . 
Filter Products , ...... , .............. , ........................ , ..... . 

Net sales ............................................................ . 

Oi,erating income: 
Personal Care ...................................................... . 
Pharmaceutical, Agricultural and Beverage ..... , ..................... . 
Performance Chemicals, Fine Chemicals and Industrial .. , , ............ . 

Total Specialty Chemicals .. , ....................... , , ....... , .... . 
Mineral Products ............. , ..................................... . 
Filter Products ........................ , ............................ . 

Total segment operating income ...... , ............................ . 
Unallocated corporate office expenses ................................ . 
Restructuring and impainnent loss(2) ................................ . 
Merger-related expenses ............................................ . 

Total operating income ........................................... . 
Interest expense and other, net ......................................... . 
Income from continuing operations before income taxes and extraordinary 

Joss ...... : ........................................................ . 

Assets: 
Specialty Chemicals(3) ............................................. . 
Mineral Products ......................................... , ......... . 
Filter Products ..................................................... . 
General Corporate( 4) ...................................... , ....... , . 
Net current assets of discontinued operations ......................... . 

Total assets .......................................................... . 

Capital expenditures and acquisitions: 
Specialty Chemicals . , ...... , ............... , ........ , .............. . 
Mineral Products ........... , ....................................... . 
Filter Products .............. , ...................................... . 
Unallocated corporate office .................................. , ..... . 

Total ................................................................ . 

De[,reciation and goodwill amortization: 
Miecialty Chemicals ................................................ . 

ineral Products .................................................. . Gl~1 Products ..................................................... : 
na ocated corporate office ........................................ . 

Total ................................................................ . 

Year Ended December 31, 
1996 1997 1998 

$ 190.7 
194.9 
205.7 
591.3 

85.6 
39.6 

$ 716.5 

$ 47.6 
44.6 
27.1 

119.3 
16.5 
0.2 

136.0 

136.0 
(19.4) 

$ 116.6 

$ 963.8 
154.5 
22.0 

253.4 
206.7 

$1,600.4 

$ 41.9 
9.5 
3.2 

$ 54.6 

$ 41.4 
9.6 
0.5 

$ 51.5 

(Millions) 

$ 187.4 $ 
208.4 
230.0 

189.4 
210.6 
290.l 

625.8 
83.l 
40.3 

690.J 
94.5 
39.3 

$ 749.2 $ 823.9 

$ 44.0 
46.6 
31.9 

122.5 
17.0 
3.6 

143.l 
(l.9) 

141.3 
(33.5) 

$ 107.8 

$ 985.7 
155.2 
23.3 

321.5 

$1,485.7 

$ 56.3 
11.2 
1.0 
0.2 

$ 68.7 

$ 44.0 
10.l 
0.6 
0.5 

$ 55.2 

$ 34.7 
45.8 
54.7 

135.2 
20.5 

3.6 
159.3 

(3.7) 
(73.0) 
(12.8) 
69.8 

(39.4) 

$ 30.4 

$1,050.3 
157.6 
26.4 

531.3 

$1,765.6 

$ 153.7 
IO.I 
2.2 

$ 166.0 

$ 50.3 
11.8 
0.8 
2.2 

$ 65.l 

(1) Includes sales to BMCA and its subsidiaries of $50.5, $51.1 and $62.6 million for 1996, 1997 and 1998 
respectively. ' 

(Footnotes continued on next page) 
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Note 13. Business Segment Information-(Continued) 

(Footnotes continued from previous page) 

(2) Of the $73.0 million restructuring and impairment Joss in 1998, $70.0 million relates to the Performance 
Chemicals, Fine Chemicals and Industrial business segment. The remaining $3.0 million provision relates to 
the consolidation of European offices and affects all business segments except Mineral Products. 

(3) Identifiable assets of Specialty Chemicals as of December 31, 1996 and 1997 include the Company's 50% 
ownership of GhC. See Notes 2 and 5. 

( 4) General Corporate assets primarily represent the Company's investments in trading, available-for-sale and 
held-to-maturity securities and other short-tenn investments, which are held for general corporate purposes 
and are not allocated to industry segments. 

Note 14. Geographic Information 

Financial information set forth below for foreign operations represent sales and long-lived assets (property, 
plant and equipment) of foreign-based subsidiaries. Net sales are attributed to countries based on location of 
customers and reflect the Company's internal management reporting system. 

Year Ended December 31, 

1996 1997 1998 
(Millions) 

Net sales: 
North America: 

United States ......................................................... . $350.6 $376.9 $413.0 
Canada .............................................................. . 14.4 15.8 17.5 --

Total North America ................................................ . 365.0 392.7 430.5 

Europe: 
Germany(!) .......................................................... . 49.l 39.0 93.0 
United Kingdom ...................................................... . 39.5 39.2 39.1 
France .............................................. · · , · · · · · · · · · · · · · · · 23.9 22.7 23.8 
Italy ................................................................. . 14.9 17.2 16.8 
Switzerland .......................................................... . 10.8 14.7 13.2 
Other European countries .............................................. . 75.0 70.1 71.9 

Total Europe ....................................................... . 213.2 202.9 257.8 
Asia-Pacific: 

Japan ................................... , . , . , , , , , . , , , , , , , , , , , , , , , , , . , . 36.4 39.5 26.3 
Australia ............................................................. . 12.6 12.7 12.1 
Taiwan .............................................................. . 9.6 14.0 13.7 
Other Asia-Pacific countries ........................................... . 44.4 46.4 40.3 

Total Asia-Pacific .................................................. . 103.0 112.6 92.4 
Latin America: 

Brazil ................................................................ . 13.7 15.5 16.9 
Mexico .............................................................. . 8.5 9.8 12.1 
Other Latin American countries ........................................ . 13. l 15.7 14.2 --

Total Latin America ................................................ . 35.3 41.0 43.2 
Total net sales ............................................................ . $716.5 $749.2 $823.9 -- -- --
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NOTES TO CONSOLIDATED FINANCIAL STA TEMENTS-(Contlnued) 

Note 14. Geographic Information-(Continued) 
December 31, 

1996 1m 1998 

(Mlllioru;) 

Property, Plant and Equipment: 
United States ........................................................... . $473.8 $501.9 $479.6 

Germany(2) ............................................................ . 
All other foreign countries ............................................... . 

0.4 0.4 53.6 
15.3 16.6 20.0 

Total Property, Plant and Equipment ........................................ . $489.5 $518.9 $553.2 

(1) Net sales for Germany for 1996 and 1997 do not include sales of the GhC joint venture, which was accounted 
for by the equity method prior to the Company's acquisition, effective April 1, 1998, of the remaining 50% 
interest in GhC. See Notes 2 and 5. 

(2) The Company's other principal long-lived asset in Germany as of December 31, 1996 and 1997 was the 50% 
ownership of GhC of $38.2 and $34.3 million, respectively. See Notes 2 and 5. 

Approximately 50% of the Company's sales in 1998 were in foreign countries which are subject to currency 
exchange rate fluctuation risks. See Note 2 for a discussion of the Company's policy to manage these risks. 
Certain countries in which the Company has sales are subject to additional risks, including high rates of inflation, 
exchange controls, government expropriation and general instability. 

Note 15. Discontinued Operations 

On August l, 1996, ISP Holdings completed the sale of W AXQ-FM, a commercial radio station operated 
by GAF Broadcasting Company, Inc. ("GAF Broadcasting"), which was a wholly-owned subsidiary of ISP 
Holdings, for a purchase price of $90.0 million. The gain on disposal of $43.6 million, after income taxes of 
$30.6 million, was recorded in the third quarter of 1996. Accordingly, GAF Broadcasting is reported as a 
discontinued operation. 

As a result of the Separation Transactions, G-I Holdings and its remaining assets, principally the building 
materials business, consisting of BMCA and U.S. Intec, and the assets and liabilities of GFC, as well as GAF 
Broadcasting, are reflected as discontinued operations in the Consolidated Financial Statements for periods prior 
to the Separation Transactions. Summary operating results of such discontinued operations are as follows: 

Net sales ........................................................ . 

Loss before income taxes ......................................... . 
Income tax benefit ............................................... . 

Loss from discontinued operations(!) .............................. . 

YellT Ended 
December 31, 

1996 
(Thousands) 

$856,200 

$ (28,015) 
8,425 

$ (19,590) 

(1) Loss from discontinued operations is net of elimination of intercompany interest, net of income taxes. 

In February 1996, G-I Holdings completed the exchange of $189.3 million in accreted value of its then­
outstanding Discount Notes, for $200 million of its 10% Notes, which were subsequently subject to the Exchange 
Offer discussed in Note 9. As discussed in Note 9, on October 18, 1996, ISP Holdings consummated the Tender 
Offer for G-1 Holdings' Discount Notes. Pursuant to the Tender Offer, $346.9 million in accreted value of G-I 
Holdings' Discount Notes were purchased by ISP Holdings and $133.0 million in accreted value of such 
Discount Notes were subsequently repurchased by G-I Holdings (utilizing cash on hand and the repayment of 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

Note 15. Discontinued Operations-{Continued) 

monies owed to G-1 Holdings by ISP) from ISP Holdings. G-I Holdings also purchased additional Discount 
Notes from ISP Holdings for an aggregate cash purchase price of $45.8 million, representing the sum of 
$45.0 million plus an amount sufficient to pay ISP Holdings' fees and expenses related to the Separation 
Transactions (to the extent not previously included in the repurchase of Discount Notes by G-1 Holdings). ISP 
Holdings also concluded an offer to exchange its 93/4% Senior Notes for G-l Holdings' 10% Notes. Pursuant to 
the Exchange Offer, $199.9 million of G-1 Holdings' 10% Notes were acquired by ISP Holdings. 

All Discount Notes purchased in the Tender Offer (other than those Discount Notes sold to G-1 Holdings, as 
discussed above) and all 10% Notes accepted in the Exchange Offer by ISP Holdings were contributed to G-I 
Holdings by ISP Holdings as a capital contribution in December 1996, prior to the Separation Transactions, and 
canceled by G-1 Holdings. 

In connection with these transactions, the Company recorded extraordinary losses of $31.0 million, net of 
related income tax benefits of $17 .3 million, representing write-offs of deferred financing fees and the premium 
to accreted value of $29.4 million paid pursuant to the Tender Offer. 

Note 16. Commitments and Contingencies 

Asbestos Litigation Against GAF 

GAF has advised the Company that, as of December 28, 1998, it is defending approximately 113,800 
pending lawsuits involving alleged asbestos-related bodily injury claims relating to the inhalation of asbestos 
fiber ("Asbestos Claims") (having received notice of approximately 93,500 new Asbestos Claims during 1998) 
and has resolved approximately 293,500 Asbestos Claims (including approximately 59,000 in 1998). GAF has 
advised the Company that it believes that a significant portion of the claims filed in 1998 were already pending 
against other defendants for some period of time, with GAF being added as a defendant upon the lifting in 1997 
of the injunction relating to the Georgine class action settlement. This injunction prevented plaintiffs from filing 
or proceeding with their Asbestos Claims other than in accordance with the Georgine class action settlement, 
which was rendered inoperable in 1997 by a United States Supreme Court ruling. GAF's current estimated 
average cost for Asbestos Claims resolved in 1998 (including Asbestos Claims disposed of at no cost to GAF) is 
approximately $3,500 per claim. Substantially all of the costs in respect of these Asbestos Claims will be paid 
over several years. There can be no assurance that the actual costs of resolving pending and future Asbestos 
Claims will approximate GAF's estimated average costs for the Asbestos Claims resolved in 1998. 

GAF has stated that it is committed to effecting a comprehensive resolution of Asbestos Claims, and that it 
is exploring a number of options to accomplish such resolution. There can be no assurance that this effort will be 
successful. 

Neither the Company nor the assets or operations of the Company, which was operated as a division of a 
corporate predecessor of GAF prior to July 1986, have been involved in the manufacture or sale of asbestos 
products. The Company believes that it should have no legal responsibility for damages in connection with 
asbestos-related claims. Should GAF, however, be unable to satisfy judgments against it in asbestos-related 
lawsuits, its judgment creditors might seek to enforce their judgments against the assets of GAF and, in that 
regard, seek to recapture assets distributed by GAF, including assets distributed in the Separation Transactions. 
Although the Company does not believe any such action to unwind the Separation Transactions would be 
successful, there can be no assurance in that regard. If a creditor were successful in recapturing assets distributed 
in the Separation Transactions, such creditor could seek to enforce any asbestos-related judgment against GAF's 
assets, including the capital stock of the Company, and such enforcement could result in a change of control of 
the Company. See Note 9 for discussion of the Credit Agreement. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

Note 16. Commitments and Contingencies-(Continued) 

Environmental Litigation 

The Company, together with other companies, is a party to a variety of proceedings and lawsuits involving 
environmental matters ("Environmental Claims"), in which recovery is sought for the cost of cleanup of 
contaminated sites, a number of which Environmental Claims are in the early stages or have been dormant for 
protracted periods. 

The Company estimates that its liability in respect of all Environmental Claims (including those relating to 
its closed Linden, New Jersey plant described below), as of December 31, 1998, is approximately $20.0 million, 
before reduction for insurance recoveries reflected on the Company's balance sheet (discussed below) of 
$10.7 million that relate to both past expenses and estimated future liabilities ("estimated recoveries"). The 
gross environmental liability is included within ''Accrued liabilities'' and ''Other liabilities,'' and the estimated 
recoveries are included within "Other current assets" and "Other assets." 

In the opinion of the Company's management, the resolution of the Environmental Claims should not be 
material to the business, liquidity, results of operations, cash flows or financial position of the Company. 
However, adverse decisions or events, particularly as to the liability and the financial responsibility of the 
Company's insurers and of the other parties involved at each site and their insurers, could cause the Company to 
increase its estimate of its liability in respect of such matters. It is not currently possible to estimate the amount or 
range of any additional liability. 

After considering the relevant legal issues and other pertinent factors, the Company believes that it will 
receive the estimated recoveries and the legal expenses incurred on the Company's behalf and that the recoveries 
could be well in excess of the current estimated liability for all Environmental Claims, although there can be no 
assurances in this regard. The Company believes it is entitled to substantially full defense and indemnity under its 
insurance policies for most Environmental Claims, although the Company's insurers have not affirmed a legal 
obligation under the policies to provide indemnity for such claims. 

In March 1995, GAF commenced litigation on behalf of itself and its predecessors, successors, subsidiaries 
and related corporate entities seeking amounts substantially in excess of the estimated recoveries. While the 
Company believes that its claims are meritorious, there can be no assurance that the Company will prevail in its 
efforts to obtain amounts equal to, or in excess of, the estimated recoveries. 

In June 1989, the Company entered into a Consent Order with the New Jersey Department of Environmental 
Protection ("NJDEP") requiring the development of a remediation plan for its closed Linden, New Jersey plant 
and the maintenance of financial assurances (currently $7.5 million) to guarantee the Company's performance. 
This Consent Order does not address any potential natural resource damage claims. In April 1993, NJDEP issued 
orders which require the prevention of discharge of contaminated groundwater and stonnwater from the site and 
the elimination of other potential exposure concerns. The Company believes, although there can be no assurance, 
that, taking into account its plans for development of the slte, it can comply with the NJDEP order at a cost of no 
more than $7.5 million. 

Lease Commitments 

Leases for certain equipment at the Company's mineral products plants are accounted for as capital leases 
and are included in "Property, plant and equipment, net," at December 31, 1997 and 1998 in the amount of $2.1 
and $2. 2 million, res pee ti vely. The Company also has operating leases related to the sale-leaseback transaction 
discussed in Note 5 and for transportation, production and data processing equipment and for various buildings. 
Rental expense on operating leases was $8.7, $9.7 and $15.2 million for 1996, 1997 and 1998, respectively. 
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NOTES TO CONSOLIDATED FINANCIAL STA TEMENTS-(Continued) 

Note 16. Commitments and Contingencies-(Continued) 

Future minimum lease payments for properties which were held under long-term noncancelable leases as of 
December 31, 1998 were as follows: 

Capital Operating 
Leases Leases 

(Thousands) 

1999 ....................................................... · .. · · .. · .. · ·. · ·. · · ·. · · $ 488 $ 9,391 

2000 ................................................... , ........................ · 434 8,326 

2001 ....................................................... · .. · ·. · ·. ·, · · · ·. · · · · · · 339 7,239 

2002 ........................................................... · .. · ... · .. · .. · ·. · · 137 6,252 

2003 .................................................................. · .. · ... · .. · 140 5,893 

Later years ....................................................... · ·. · · · · · · · · · · · · · 7,423 

Total minimum payments ......................................................... . l,538 $441524 

Less interest included above ....................................................... . 221 

Present value of net minimum lease payments ...................................... . $1,317 

Other Matters 

The Company has received site designation from the New Jersey Hazardous Waste Facilities Siting 
Commission for the construction of a hazardous waste treatment, storage and disposal facility at its Linden, New 
Jersey property and has received approval from the New Jersey Turnpike Authority for a direct access ramp from 
the Turnpike to the site. If the Company is successful in securing the necessary permits to construct and operate 
the hazardous waste facility, the Company intends to develop and operate the facility in a separate subsidiary, 
either on its own or in a joint venture with a suitable partner. The Company estimates that the cost of constructing 
the facility will be approximately $100 million and, if approved, the facility is anticipated to be in operation three 
years after commencement of construction. The Company anticipates utilizing internally generated cash and/or 
seeking project or other independent financing for this project. Accordingly, the Company would not expect such 
facility to impact materially its liquidity or capital resources. The Company is also investigating additional 
development opportunities at this site. 

See Note 4 for information regarding additional contingencies. 

Note 17. Subsequent Events 

On March 1, 1999, the Company repaid its 9% Senior Notes due March 1999 with $200 million of long­
term Credit Agreement borrowings. On March 1, 1999, the Company also terminated the forward-starting interest 
rate swaps entered into in 1998 in the aggregate notional amount of $125 million. The cost to the Company to 
terminate such swaps was insignificant. On March 18, 1999, the Company received a one-year extension, to 
April 11, 2000, on its $ 3 8 .1 million mortgage obligation. 
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INTERNATIONAL SPECIALTY PRODUCTS INC. 

SUPPLEMENTARY DATA (UNAUDITED) 

Quarterly Financial Data (Unaudited) 

1997 by Quarter 1998 bl Quarter 

First Second Third Fourth First Second Third Fourth --
(Millions) 

Net sales ...................... $191.2 $197.8 $183.6 $176.6 $200.7 $219.8 $206.9 $196.5 
Cost of products sold ........... 114.2 116.3 105.9 100.5 119.2 125.7 119.6 120.8 

Gross profit. ................... $ 77.0 $ 81.5 $ 77.7 $ 76.l $ 81.5 $ 94.l $ 87.3 $ 75.7 
-- --

Operating income (loss)(!) ...... $ 36.4 $ 39.0 $ 34.6 $ 31.3 $ 37.8 $ 48.l $ 23.6 $ (39.7) 
-- -- --

Income (loss) before income 
taxes ........................ $ 25.2 $ 28.8 $ 28.5 $ 25.3 $ 31.2 $ 38.8 $ 18.3 $(57.9) 

Income tax (provision) benefit ... (9.2) (10.4) (10.5) (9.0) (11.3) (14.8) (6.9) 17.7 
Minority interest in income of 

subsidiary ................... ~) ~) ~) ~) _i±1) ~) _QJ) 
Net income (loss) .............. $ 12.2 $ 14.5 $ 14.4 $ 12.9 $ 15.7 $ 19.0 $ 10.3 $ (40.2) 

-- -- -- -- --
Earnings per common share(2): 

Basic ....................... $ .23 $ .27 $ .27 $ .24 $ .29 $ .35 $ .15 $ (.58) 
-- --

Diluted ...................... $ .23 $ .27 $ .27 $ .24 $ .29 $ .35 $ .15 $ (.58) 
-- -- -- --

(1) Operating income for the third quarter of 1998 reflects $12.8 million of merger-related expenses and 
$3.0 million of restructuring charges related to the consolidation of offices in the Company's European 
operations. Operating income (loss) for the fourth quarter of 1998 reflects $70 .0 million of restructuring and 
impairment losses. See Note 3 to Consolidated Financial Statements. 

(2) Earnings per share are calculated separately for each quarter and the full year. Accordingly, annual earnings 
per share will not necessarily equal the total of the quarters. Earnings per share for all periods prior to the 
Merger are calculated based on the 53,833,333 shares of the Company's common stock held by ISP 
Holdings' stockholders. See Note 1 to Consolidated Financial Statements. 
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VALUATION AND QUALIFYING ACCOUNTS 

Year- Ended December 31, 1996 
(Thousands) 

Description 

Valuation and Qualifying Accounts 
Deducted from Assets to Which 
They Apply: 

Balance 
January 1, 

1996 

Allowance for doubtful accounts .................. . $ 2,879 
13.978 Reserve for inventory market valuation ............ . 

Description 

Valuation and Qualifying Accounts 
Deducted from Assets to Which 
They Apply: 

Year Ended December 31, 1997 
(Thousands) 

Balance 
January 1, 

1997 

Allowance for doubtful accounts .................. . $ 2,840 
12,812 Reserve for inventory market valuation ............ . 

Year Ended December 31, 1998 
(Thousands) 

Charged to 
Costs and 
Expenses 

$ 272 
8,329 

Charged to 
Costs and 
Expenses 

$ 338 
7,631 

SCHEDULE II 

Deductions 

$ 3ll(a) 
9,495 

Deductions 

$ 454(a) 
6,360 

Balance 
Deceni.ber 31, 

1996 

$ 2,840 
12, 812 

Balance 
December 31, 

1997 

$ 2,724 
14,083 

Balance 
December 31, 

Description 

Balance 
January 1, 

1998 

Charged to 
Costs and 
Expenses Deductions Other 1998 

Valuation and Qualifying Accounts 
Deducted from Assets to Which 
They Apply: 

Allowance for doubtful accounts ........... . 
Reserve for inventory market valuation ..... . 
Reserves for restructuring .................. . 

Notes: 

$ 2,724 
14,083 

(a) Represents write-off of uncollectible accounts net of recoveries. 

(b) Represents balance acquired in acquisitions. 

S-1 

$ 258 
15,595 
10,503 

$ 29l(a) $ 98(b) $ 2,789 
7,762 127(b) 22,043 
1,161 9,342 
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